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Can we afford constant insistence 


upon forced-draft prosperity? A plea for 
economic sophistication about recessions 


The Economic Outlook 


O* THE WHOLE, this is about as risky 
a moment as one could think of 
for an economist to get up to talk to a 
business audience about the economic 
outlook. The country has just been 
experiencing some kind of cyclical 
swing from the boom of 1955-56 to 
the recession of 1957-58. That reces- 
sion was only moderately greater than 
those of 1949 and 1953 and has been 
as promptly “contained.” We are now 
six weeks away from Labor Day, which 
is the traditional starting point for the 
fall upturn of business. This is the very 
moment when we should be able to 
read the signs and portents that presage 
a glowing or a disappointing fourth 
quarter boom, stable prosperity, or 
something else in 1959. But the evi- 
dence is so confused or contradictory 
that the admitted “experts” stand hesi- 
tant or in articulate disagreement. 
Three riddles are wrapped in the 
enigma of 1959 business for the United 
States and for Michigan—and for your 
company. (a) Are we going to bounce 
back to a 6.5 million-car automobile 
market or settle toward a trend line at 
5-something? (b) Will the high rate of 
industrial and commercial building and 
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the revived rate of residential building 
continue to rise and thereby keep the 
construction companies busy, their sup- 
pliers booked to capacity, and this great 
segment of the labor force fully em- 
ployed? (c) Is inflation as now widely 
practiced in this country a healthful as 
well as pleasant means of economic 
stimulation, or is it “a monkey on our 
back” that will enfeeble the user and 
demoralize the processes of business? 

Not being endowed with the gift of 
prophecy, I shall not attempt specific 
answers to any one of these three mo- 
mentous questions. But, believing that 
the role of the economist is to analyze 
the underlying factors that assert them- 
selves in market behavior, I shall make 
a flank attack on the general issue of 
which these three problems are out- 
standing parts. That is, I shall raise a 
few simple questions as to why things 
have taken the course they have, not 
merely in the last few months but also 
during the decade or so since the end 
of World War II. Then I shall ask 
whether it seems reasonable to think 
that these same forces are still here in 
the same measure or in even greater 
strength or perhaps only in more or less 
diminished potency. 

A great wave of optimism is now 
sweeping the country, and this is fine 
as a tonic for vigorous business plan- 
ning. We should of course move on 
confidently to the bright day when there 
will be two infrared roasted chickens 
in every electric refrigerator and two 
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oversize and overstyled automobiles 
sticking out of both ends of every ga- 
rage. But the prudent businessman 
wants to see sound reasons to back up 
any estimate of how many people will 
be in the market for his product, what 
will make them anxious or at least will- 
ing to buy it, and what income pattern 
will be needed to enable them to do so. 
It is not enough to take the admitted 
fact that the country built 1.4 million 
dwellings in a recent past year and 7.8 
million automobiles and project these 
figures into 1959 as even a bogey to 
shoot at. To look at any past figure of 
performance should not be to set it as 
either a floor or a ceiling for a future 
year’s calculations. It is just a statisti- 
cal fact that calls for cold-blooded in- 
terpretation. 


THE POSTWAR BOOM 


This brings me to the nub of what I 
want to say to you today. It begins 
with a brief descriptive statement of the 
12-year postwar boom of 1946-57 in- 
clusive. It was, in my analysis: 

(a) a re-equipping and re-stocking 

boom 

(b) a technological revolution boom 

(c) an early marriage and multi- 

baby boom 

(d) an expansion of the middle-in- 

come class boom 

(e) an easy money and big govern- 

ment budget boom 


(f) a price-inflation boom. 


Now, if time permitted, I would like 
to analyze each of these phases of the 
1945-57 boom, trying to separate the 
part of each which seems to have been 
special and ad hoc and the part that is 
fundamental and likely to persist— 
though perhaps in modified form or 
altered strength. But an over-all inter- 
pretation of the boom which I want to 
suggest to you is that it had a substan- 
tial number of non-recurrent factors 
rather than establishing a new trend 
line in each of its six strands so that it 
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would be reasonable to expect next 
year to put us back on a course that 
will outboom the boom of the early 
50’s. 

The pipelines were filled long ago, 
and even CCC stocks of farm products 
and government stockpiling of other 
commodities can no longer do more 
than disguise the state of surplus sup- 
ply. Plants have been reequipped and 
expanded to the stage of temporary 
excess capacity. While organized labor 
will continue to bargain out income 
gains in areas of strategic strength, it 
is hardly conceivable that there could 
be such a mass realignment of income 
classes in the next decade or so as took 
place during and since World War II. 
Even the fad of big families gives signs 
of abating, as fond parents discover the 
costs of raising several children under 
rising standards of living and constantly 
inflating prices. Technological progress 
is the one of these six factors that would 
seem to be most solidly established in 
a persistent uptrend possibly even at 
an accelerating rate. But we must re- 
member that, while such developments 
often lead to demands for entirely new 
and more ponderous plant installations, 
they also often bring about reductions 
in both plant and labor demands. 


Living at a Boil. What we have been 
witnessing is a dynamic enterprise so- 
ciety in a state of boiling activity, in 
a setting of revolutionary technological 
progress and great institutional changes. 
These institutional changes include ex- 
panded and strengthened credit facili- 
ties, strong union bargaining and 
escalated wage contracts, expanded 
government spending, heavier taxes, 
and increased social security from both 
private and public funds. All these 
factors are still with us and give us 
assurance of a continually dynamic 
economy and levels of prosperity well 
sustained against the sharp and wasteful 
collapses of the past. 

I do not need to ask you the ques- 
tion: Do you for a moment suppose 
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that the crash of October 1929 could 
be repeated under today’s S.E.C., 
F.D.I.C., and Federal Reserve condi- 
tions? But I do ask you another ques- 
tion in all seriousness: Do you think 
we should keep things at “the jumping 
boil” all the time and expect the gov- 
ernment to turn the heat on every time 
the economy simmers down to a period 
of consolidating its gains and laying the 
groundwork for the next surge for- 
ward? This, I think, is the fundamental 
issue confronting our business world 
today. 

It appears to be of the very essence 
of a free enterprise economy that the 
capital goods expansion of industrial and 
commercial companies shall occur in 
waves of over-enthusiasm and subse- 
quent overcaution. This is true also of 
capitalized consumer items such as 


- automobiles and houses. It will un- 


doubtedly continue to be the case in the 
future even though the long-range plan- 
ning of economically sophisticated cor- 
porate management puts something of 
a stabilizer on it. When these swings 
are accompanied and indeed exagger- 
ated by large swings in consumer ex- 
penditures, particularly on non-dura- 
bles, the magnitude of the cycle of 
boom and depression is magnified. 


The Consumer as Cushion. It is a 
striking aspect of the recent (or cur- 
rent) recession that consumer spending 
has been amazingly well maintained. 
This has provided a stabilizing factor 
of no mean importance, and there is 
every reason to regard it as a built-in 
feature of our American way of eco- 
nomic life for the future. Mass con- 
sumer groups who have come to a sense 
of considerable social security continue 
to be good spenders even when the 
FRB index of production takes a rather 
substantial dip. Thus they cushion the 
drop for the merchant, and he in turn 
keeps the manufacturer’s order book 
from collapsing. All this means pay- 
rolls sufficiently maintained that the 
economy does not get out of control in 


one of those self-perpetuating down- 
ward spirals that were the tragic culmi- 
nation of the old-fashioned economic 
depression. But this does not mean that 
there will be no periods of deceleration 
—as the automobile industry has found 
out. 

What I have said thus far may be 
summed up in two broad conclusions: 
(1) That the structure of our economy 
and the behavior of executives as ad- 
ministrators of business affairs and con- 
sumers as administrators of family 
affairs give assurance that we shall 
probably not have recessions much 
deeper in the foreseeable future than 
we have already had during the post- 
war period nor unduly prolonged; (2) 
on the other hand, I do not see in the 
relationship of unsatisfied needs and dis- 
posable purchasing power, of prospec- 
tive cost and price relationships, of 
public policy and private initiative the 
indicators of a pronounced upturn 
(above seasonal) in the fourth quarter 
of 1958 and an accelerating boom in 
1959. 


THE YEAR AHEAD 


A prominent business periodical a 
couple of weeks ago presented an eye- 
catching cover design in the form of a 
question: “How Big will the New 
Boom Be?” and an accompanying chart 
that showed two small rises presumably 
in 1950 and 1956 (no dates given) and 
a soaring upsweep for the next couple 
of years. This line ran off the chart at 
an angle that implied an immediate 
boom of some three or four times the 
dimensions of the 1956 boom. This 
pseudo-chart and the bland use of the 
term “boom” and the underlined “big” 
seem to me about as unwarranted and 
misleading a display as it would be pos- 
sible to devise at this juncture. 

Now, if we go on to a boom basis 
in 1959, it will, in my judgment be an 
inflationary boom—not soundly based 
and sustainable prosperity. Of course 
this issue of inflation is a very complex 
and highly controversial one. I shall 
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not attempt to examine it in detail but 
simply state that it constitutes in my 
mind the greatest threat to achieving 
the goal of sustained high level use of 
our productive resources—human and 
material—that was the stated objective 
of the Employment Act of 1946 and 
should be the hope of all serious citi- 
zens. I have never been as comfortably 
confident as some well-known econo- 
mists have been that inflation is a safe 
as well as a pleasant way of economic 
life. I have always been somewhat ap- 
prehensive of the.time when it would 
cease to creep and would accelerate 
into a flight from the dollar. 

There are two phases of this matter 
that I find particularly pertinent to the 
puzzlements of our present position and 
outlook for 1959—one the price-profit 
trend and the other the meaning (if 
any) of the recent antics of the stock 
market. They are interlocked, but I 
shall begin with the stock market. More 
than a year ago I noted with concern 
in a public address that some Wall 
Street voices were beginning to imply, 
if not state explicitly, that common 
stocks should be bought as a hedge 
against inflation. Recently, this advice 
has been open and quite general. It 
seems to me to furnish the most plaus- 
ible but also much the more alarming 
of the two explanations—or rational- 
izations—of public participation in this 
rampant stock market. People who got 
in early on this excursion have had a 
lovely ride. That all of them can dis- 
embark with safety to themselves and 
to the economy is not so clear. With 
my Yankee habit of posing a question 
rather than volunteering an answer, I 
ask: Have you written the possibility 
of a severe stock market shake-out into 
or out of your business calculations for 
1959?! Fortunately, wide margin re- 
quirements, large institutional buyers, 





1[t must be obvious that these paragraphs were 
written prior to Tuesday, October 14. But I have 
felt no compulsive urge to change them. It may 
be recent declines in stock prices are no more 
than an overdue technical correction. But what 
I am here talking about is something of greater 
amplitude and duration. 
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and a sound credit system provide a 
sturdy backstop against a market rout. 
But boom psychology might take a 
beating. Suppose it did. I couldn’t care 
less. 


Stocks and Wishful Thinking. Now 
let us look at the other explanation of 
why stocks are where they are. Stocks 
are eagerly bought by people who want 
to ride the gravy train of the boom 
which is supposed now to be in its early 
stages. Next year, they believe, gross 
national product will soar, unemploy- 
ment will disappear, personal income 
will touch new peaks, and profits ex- 
ceed all past records. Even if a price 
is now 20 times present earnings all one 
need do is wait a year or so for rising 
profits to bring the ratio up to an in- 
vestment basis. This is a fascinating 
prospect, but in appraising that line of 
reasoning we should not be swayed by 
wishful thinking or the folklore of the 
chart reader. 

There was an old-time belief that the 
stock market is a good barometer of 
coming economic weather. In recent 
years, this view had largely been dis- 
credited, but it seems to be coming 
back now in certain quarters. To my 
mind it seems more likely that the 
profits picture that unfolds in 1959 will 
call for a reduction of many of the 
recent advances in stock prices rather 
than that these prices will be justified 
by the earnings that materialize next 
year. 

Let us look for a moment at the 
cheerful argument that present high 
and even yet higher stock prices will 
be justified by greatly expanded profits 
over the next 12 to 18 months. This 
increase presupposes the reduction of 
unemployment to the 1955-57 labor float 
of less than 3 million; stable or mod- 
erately rising prices; sales volume so 
much increased as to absorb present 
overcapacity. Such a forecast amounts 
to placing a bet that our team will get 
all the breaks of the game. But the 
“insolent chariots” may not strike the 
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buying public as so irresistible as to 
blind buyers to the figures on the price 
tag. Steel usings at Detroit and other 
automobile centers may not rise fast 
enough to boost bookings at Pittsburgh, 
Youngstown et al. up to 85 or 90 per 
cent of their 142 million-ton capacity. 
Workers may not be so much in de- 
mand at present and promised wage 
rates and benefits as to get full employ- 
ment under automated processes. Some 
very knowledgeable people foresee 5 
million workers unemployed in 1959. 


Efficiency and the Hard Sell. Busi- 
ness management, to be sure, has two 
good pitchers to send into the game for 
the next inning. One is named Hard 
Sell; the other is named Efficiency. But 
the hard sell calls for more costly ads, 
television programs, and sales force, or 
for glamorizing, fancy packaging, or 
extra servicing—all of which add to 
delivered cost. Or, on the other hand, 
the producer may reluctantly turn to— 
or be forced to—price appeal. In either 
case, full-volume operation bids fair to 
be won only on the basis of narrower 
profit margins. 

Let’ us turn then to the argument 
that efficiency will enable manufac- 
turers and merchants to absorb cost 
increases and thus hold the line on 
prices or meet competitive lowering of 
them. It must be remembered that im- 
proved operative efficiency ordinarily 
means labor saving or economy in use 
of materials and supplies. Logically, 
therefore, the increased volume of fin- 
ished goods that would be poured out 
at the level of activity that is being so 
freely predicted for next year would 
not be accompanied by a proportionate 
increase in employment and in sales of 
raw materials. But this gets us on the 
other horn of the dilemma—reduction 
of force or less rehiring than would be 
needed to give the expanded buying 
power that would materialize a real 
boom in 1959. If, on the other hand, 
efficiency is translated into competitive 
price-paring to get volume, total profits, 
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instead of expanding, would be stable 
or shrinking, thus cutting the ground 
from under the present structure of 
stock market prices. 


MAKING OUR OWN BREAKS 


I do not profess to know what com- 
bination of these several factors will 
materialize during the next five quar- 
ters, but I cannot fit the several ele- 
ments of the picture into a solid struc- 
ture of reasoning that seems to me to 
promise a continuation of the present 
revival up to the boom dimensions 
which are being so cheerfully forecast 
in many quarters. 

To say this is not to cast myself as 
an apostle of gloom or a raiser of 
spooks. I confidently expect 1959 to 
be a year of good prosperity, but not 
the fabulous boom that would make 
profits catch up with present or still 
higher stock market averages. While 
we should not expect to get all the 
breaks of the economic game in 1959, 
we will probably get a fair average of 
good and bad luck. More important is 
it that we make our own breaks by 
realism in facing problems and by rea- 
sonableness in making the compromises 
and adjustments that are needed to 
make a free enterprise system work 
well when confronted with difficult re- 
adjustment problems. 

All in all, I believe we should take 
solid satisfaction in the demonstration 
of the ability of our economy to make 
a firm bottom to this latest recession 
and should entertain reasonable hopes 
for as good or moderately better con- 
ditions in 1959 as those obtaining this 
year. But this is something quite dif- 
ferent from the confidence of the easy 
optimists in the continually upsurging 
bull market. 

As I interpret our present economic 
situation and outlook, I would suggest 
that we are in a perfectly normal and 
not dangerously severe stage of shaking 
down to the mutual adjustments of new 
technology, new consumer patterns, 
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new fiscal practices, and new strategies 
of private business management. If we 
accomplish these adjustments within a 
free enterprise economy with economic 
sophistication and mutual tolerance 
over a space of two or three years, I 
believe we shall be giving a good ac- 
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count of the American way of eco- 
nomic life. To insist that we must have 
forced-draft prosperity all the time—or 
chronic boom—is to invite destructive 
depression rather than to benefit from 
mild but not aborted corrective reces- 
sion. 


Civic Firsts 


American cities point with pride to all sorts of distinctive data about 
themselves. One of the ways to be outstanding is to have been the first 
community to have done something, whether it was to hold a legislative 
assembly or to organize a raffle. Here is a list of a few civic firsts, in 
which the obscurer towns come out very well in comparison with the better- 


known cities. 


First Inland City 

First Permanent Settlement 
First Street Lighting 

First Natural Gas Illumination 
First Glass Factory 

First Oil Well 

First Academy 

First College 

First Capital 

First Land Grant College 
First Lake Port 

First Coeducational College 
First Printing Press 

First Railroad Terminal 
First Legislative Assembly 


Lancaster, Pa. 

St. Augustine, Fla. 
Philadelphia, Pa. 
Fredonia, N.Y. 
Jamestown, Va. 
Titusville, Pa. 
Boston, Mass. 
Cambridge, Mass. 
Philadelphia, Pa. 
East Lansing, Mich. 
Fort Niagara, N.Y. 
Oberlin, Ohio 
Boston, Mass. 
Baltimore, Md. 
Williamsburg, Va. 








Productivity 


And The Efficient Use of 


Searce Resources 


BY ERIK LUNDBERG 


International price formation for small countries 


IT Is oBvious that the continuous 
rise in the standard of living of our 
country, however we measure it, is de- 
pendent on a steady increase in pro- 
ductivity. A high level of productivity 
and a high standard of living go to- 
gether; indeed we can even say that 
they are really the same thing looked 
at from different points of view. Total 
production in Sweden, that is, the gross 
national product at constant prices, has 
increased by 60-70 per cent since the 
end of the 1930’s, and the total input 
of labour by the working population has 
at the same time only risen by about 
10 per cent. We say therefore that 
labour productivity within the economy 
has increased by 50 -60 per cent higher 
production per unit of labour input than 
was the case 20 years ago, or that we 
can achieve the national product of 
1938 with one third less effort. At the 
same time, this increase in productivity 
means that the real national income per 
capita has increased by about the same 
amount, and this is equivalent to a rise 
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in the standard of living in a wide 
sense. 

Statistical measures of this kind are 
obviously extremely unreliable, both on 
purely conceptual grounds and as re- 
gards statistical precision. 

The total production of society as 
recorded in national income estimates 
obviously includes not only production 
in the narrower sense of industry and 
agriculture, but also all kinds of service 
in trade, transport, and government ac- 
tivity—everything which as individuals 
we are obliged or prepared to pay for 
with varying degrees of willingness. 
From the income, or standard of living 
side, we take into account in a per 
capita estimate of the national income 
not simply the pleasures we might get 
out of government administration but 
also the increase in the property of 
companies, the Government, and local 
authorities. We also ignore the com- 
plication that certain groups in society 
have obtained considerably larger in- 
creases in real income than others dur- 
ing the period considered, i.e., the dis- 
tribution of income has changed, and 
we also ignore the fact that productiv- 
ity trends have been extremely unevenly 
distributed throughout the different sec- 
tors of the economy, with very large 
increases in some sectors and even de- 
clines in others. 











The need for comprehensive index 
figures for production and income 
which provide a summary is under- 
standable, since the alternative is to get 
lost in a sea of detail. But there are 
also considerable risks in making dras- 
tic statistical generalizations. Politicians 
and economists sometimes forget that 
the statistical world, fashioned by dili- 
gent national income statisticians, is an 
abstract and hypothetical fiction, which 
we certainly require for general sur- 
veys, not to mention lectures and arti- 
cles such as this, but which gives only 
a very narrow perspective of “the real 
world”. 

However, we can sub-divide the re- 
sults of production and form a some- 
what more concrete impression of what 
the increase in productivity means. In 
industry the volume of production has 
doubled since the end of the 1930's, 
labour input has risen by one-third, and 
so productivity has increased by over 
50 per cent. The figures available for 
agriculture show that the number of 
people actively employed has fallen by 
40 per cent during the same period, and 
yet production has increased, so that 
productivity has risen by no less than 
two-thirds. 

It is of course possible to obtain a 
still more vivid impression of the rise 
in productivity by taking rather ex- 
treme concrete examples and compar- 
ing them over a longer period of time. 
Gerard de Geer shows in his “Bergslags 
Rhapsody” how the individual tractor 
driver of today builds more roads than 
60 roadmen armed with spades, shov- 
els, picks and barrows did at the turn 
of the century. The same source states 
that there has been an enormous rise 
in productivity in methods of mining 
ore, the number of yards drilled per 
shift having increased fifteen fold in a 
few decades. A hundred times as much 
steel is rolled per working hour now- 
adays, and five times as much sawn 
timber and pulp is produced in the 
forest industries per hour, as was the 
case at the turn of the century. There 
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are countless similar examples in other 
sectors as well. It is not simply a ques- 
tion of enormous advances having been 
made in the efficient utilisation of la- 
bour, for the same thing applies to the 
progress which has been made in our 
ability to utilise the natural resources 
of ore and timber in the country, and 
in the methods of economising with 
imported fuels and raw materials. Thus 
it is rather striking that the doubling of 
industrial production since 1939 has 
only led to a 20-30 per cent increase 
in the volume of fuel consumption. 


CRITERIA FOR HIGH PRODUCTIVITY 
AND EFFICIENT ECONOMY 


The total increase in productivity 
discussed above is the result of all the 
productivity rises throughout the years 
at a number of sectors in the economy. 
However, this is not simply a matter of 
simple addition, but a process of devel- 
opment—a series of causal reactions. 
An increase in production at one point 
in a production chain sets off reactions 
at earlier and later stages in the chain. 
For example, the shortage of certain 
semi-manufactured goods or raw mate- 
rials has forced engineers to make an 
effort to solve bottleneck problems, and 
thereafter a successive increase in the 
supply of those products has opened up 
new possibilities for uses which bring 
about increases in productivity at later 
stages in the production chain. It is a 
question of cumulative processes, where 
progress in technical “know-how”, in 
the application of new technique via 
new methods and new types of goods, 
is continually opening up broad ave- 
nues for further increases in productiv- 
ity. The result of this development 
process is, in the last resort, simply 
ever-increasing efficiency in the use of 
our manpower and natural resources. 

The interesting economic problem 
here is the manner in which these pro- 
ductivity increases are sifted and se- 
lected, the criteria we use in economis- 
ing our productive resources. Purely 
technical knowledge, the possibilities of 
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obtaining a greater output from a given 
input, is generally far in advance of its 
actual application in the economy. Al- 
ready there are significant differences 
in the use of modern techniques be- 
tween the most progressive and the 
most backward firms in a particular 
sector, and in some cases manufactur- 
ing processes are also more efficient 
technically in the most advanced firms 
in Germany or the U. S. A. than they 
are in Sweden. But the productivity 
which is possible in the light of the 
technical knowledge available at the 
present time lies considerably in ad- 
vance of the actual application of this 
knowledge even in the most progressive 
firms. 

In other words, there are tremendous 
possibilities for increasing productivity 
further, for making still more effective 
use of our resources than we do at 
present, and every advance widens the 
field of application further. The breath- 
taking vision offered by the age of auto- 
mation, the calculating machine, and 
atomic energy have banished the pessi- 
mism about the technical basis of prog- 
ress which has been prevalent in certain 
eras. I am thinking here of the. stag- 
nation pessimists of the 1880’s and 
1930’s, when economic experts believed 
that technical progress was in the main 
at an end, had matured, and that the 
economies of the West would stagnate. 

The economic problem is concerned 
with this choice between the various 
alternatives for increasing productivity, 
and for making more efficient use of 
human and other resources within a 
firm, a sector, and the whole economy 
during a particular period. Some cri- 
teria are necessary for what alternative 
gives the best results. Moreover, it is 
a costly business to economise in the 
use of factors such as capital, mana- 
gerial and engineering skills, which are 
extremely scarce resources. The best 
criterion we have at present in our 
capitalist economy for the efficient use 
of resources is that the input of factors 
should produce a high yield or profit. 


In large sectors of the economy an 
assessment of the profit expectations 
is a criterion for choosing projects for 
the purpose of increasing productivity. 
The likely profits are estimated on the 
basis of the prices and wages which are 
determined in more or less efficiently- 
functioning markets. The scarcest re- 
sources are the most expensive, and the 
efforts of business firms to economise 
are directed primarily towards these 
factors. 


PROFIT CALCULATION IN A 
MARKET ECONOMY 


The prices of goods and services 
which are determined in reasonably 
stable and efficient markets are loaded 
with essential information for the firms 
which utilise or sell these resources. 
The prices of goods provide informa- 
tion, at least in the long run, about the 
total cost of producing these goods, not 
simply in terms of the direct labour 
costs, but also in the terms of resources 
of material, fuel, and capital. On rea- 
sonable assumptions, these costs indi- 
cate what the resources would be worth 
in alternative uses, i.e., the prices indi- 
cate the economic cost to society of 
these resources being used for a par- 
ticular purpose. If an entrepreneur can 
use the resources in question more effi- 
ciently than for other purposes, the 
profit calculation should show the value 
of the total resources saved. If another 
alternative yields a higher profit on the 
capital invested—e.g., less fuel con- 
sumption or lower requirements of la- 
bour—the choice of this alternative 
means that more productive resources 
are saved and freed for other purposes. 
The essential point is that the profit 
calculation takes account of the value 
of all the productive resources used, 
directly or indirectly—not simply la- 
bour, as in simple productivity calcula- 
tions—and the cost of these resources 
is assessed as an opportunity cost ac- 
cording to their value in alternative 
uses. At the same time the prices of 
the products are influenced in the last 
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resort by the consumer’s valuations of 
the utility of the products for produc- 
tion and consumption purposes. A rise 
in the price of certain resources would 
normally be interpreted as a sign of 
their increased scarcity, leading to in- 
tensified efforts to economise in their 
use, and to the elimination of the uses 
which are least essential at the margin 
in the light of the profit criteria. The 
continuous general growth in produc- 
tivity which I mentioned by way of 
introduction is expressed in a steady 
upward movement in the level of real 
wages. The price of labour tends to 
rise relative to the price of machinery 
and other productive resources, with 
the result that the profit calculations 
indicate profitable rationalization: i.e., 
the substitution of machinery for labour 
leading to a continuation of the growth 
in productivity. 

The mechanism of our economy is 
far too complex to allow any detailed 
central supervision. The mutual con- 
tacts between firms, and contacts with 
the consumers in markets with free or 
relatively free price determination, rep- 
resent forms for the division of labour, 
specialization, and decentralization 
which we have reason to believe are 
relatively efficient from the point of 
view of high productivity and the effi- 
cient use of scarce resources. The 
whole thing can be said to work like a 
huge electronic brain—constant feeding 
in of new data about technical in- 
novations, investment decisions, new 
requirements of consumption goods, 
etc., which are translated via the mar- 
ket mechanism into prices and price 
changes which carry the information. 
Millions of equations are solved simul- 
taneously and successively, and new 
programmes which emerge from the 
solutions are fed in in an ever-growing 
stream. 


IDEAL AND REALITY IN THE 
PRICE MECHANISM 


It is easy to paint a utopian and very 
unrealistic picture of the market mech- 
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anism operation. It is tempting to 
identify “should” with “is”. Adam 
Smith is full of shrewd dicta about the 
imperfections of economic reality. His 
wise and cautious exposition of the doc- 
trine of economic liberalism has many 
formulations, and the following quota- 
tions seem relevant in this context: 
“What is prudence in the conduct of 
every private family (and business) can 
scarcely be folly in that of a great king- 
dom”. “By pursuing his own interest 
he frequently promotes that of society 
more effectually than when he really 
intends to promote it.” The harmony 
of interests between the welfare of the 
business man and of the private in- 
dividual does not occur automatically 
in Adam Smith’s philosophy. We can 
only argue—today as 200 years ago— 
that the prospects of obtaining satis- 
factory solutions to the problem of 
economising in the use of society’s 
scarce resources are considerably bet- 
ter if we create a favourable climate 
for effectively functioning markets, 
with competition and decentralized 
price determination, than if we try to 
solve them by various forms of central 
concentration of power for directing 
the nature of production and the use of 
resources. Obviously, such an attitude 
must be qualified. There are indeed 
large areas under public administra- 
tion for which no one would wish to 
recommend a market economy. But 
there are also boundary cases where 
there are differences of opinion as to 
the most desirable type of economy, 
e.g., in banking and housing. 

A market economy functions effec- 
tively only under certain important 
conditions. There is no denying that 
monopolies and cartels can have a 
seriously distorting effect. There must 
also be a reasonable degree of stability 
in the system. An inflationary situa- 
tion with excess demand, or a depres- 
sion with excess capacity, undermines 
the working efficiency of the pricing 
system in various ways. In inflationary 
conditions far too many projects ap- 
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pear profitable. Price rises do not 
promote better economy but, on the 
contrary, tend to give rise to specula- 
tion on continued price rises, and this 
has destabilising effects. Profit calcula- 
tions in times of inflation therefore 
give a poor guide to what is good 
economy. In a number of cases the 
Swedish economy is also suffering at 
present from the consequences of in- 
cautious investments which were made 
during inflationary optimism, but which 
now are seen when the economy is in 
a balanced state to be unproductive 
uses of scarce resources. A lack of 
stability in the whole economy is ac- 
companied by errors in calculations. 
During a depression, with excess capac- 
ity and unemployment in different sec- 
tors of the economy, it is also easy for 
markets and pricing to give misleading 
guidance. Economy in the use of 
scarce resources is unsatisfactorily di- 
rected when, because of bad times and 
low profits, firms are forced to save 
resources which are in actual fact 
abundant. Private investment activity 
is held back because the prospects of 
profitability are poor in the short run. 
In such a situation, an expansion in the 
activity of the public sector, which is 
not governed by the market mech- 
anism, may become necessary in order 
to keep unemployment at a low level. 
But experience shows that expansion 
of this kind can very easily become 
permanent, with the result that in the 
longer run productive resources may 
become badly allocated. 

In conclusion, let me take up two 
important problems which are of great 
importance for the ability of the pricing 
system to act as a guide to the efficient 
use of scarce resources. The first 
problem concerns the inescapable com- 
plications which arise because the 
future is uncertain, and the second the 
obstacles which the Government puts 
in the way of an effectively operating 
market economy. 
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UNCERTAINTY ABOUT THE FUTURE 


The estimates of profitability which 
are made by a firm for the purpose of 
obtaining some guide as to productive 
investments often have to be made with 
a long-term view of an _ uncertain 
future. It may be hazardous or even 
senseless to base such calculations on 
prevailing costs and prices. The sort 
of questions that must be answered in 
the interests of the efficient use of 
resources are: what will be the level of 
wages, the price of electric power, the 
costs of fuel, in 5, 10 or 20 years’ time? 
The existing prices and trends may be 
misleading. The most profitable in- 
vestments, and those which therefore 
promote productivity most, are for 
example determined by a reduction in 
wage costs, and increases in the cost of 
machinery and power, which refer to 
wage rates, and machinery and power 
prices, ten years from now. No one 
knows with certainty what the prevail- 
ing prices will be so far in advance. In 
this respect the phrase which is often 
a great comfort to economists is very 
apposite: “It is better to be vaguely 
right than precisely wrong.” Profit- 
ability calculations are made within 
wide margins of uncertainty, or an 
entrepreneur in a new line of business 
must trust his hunches, and perhaps 
rationalises decisions he has already 
made by “precise” calculations which 
are useful for persuading board mem- 
bers or bank directors. Still, we are 
inclined to believe that bold initiative in 
making decisions on the basis of un- 
certain and inadequate data, which is 
the very essence of business acumen, 
of a number of mutually independent 
units steered somehow by a palpably 
imperfect market mechanism, gives bet- 
ter results than do centralised decisions 
in a regulated economy where profit- 
ability criteria are mainly lacking. 
Competition in a market economy 
brings out keen initiative in order to 
achieve higher productivity, while at 
the same time it tends to purge the sys- 
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tem of uneconomical or unsuccessful 
projects, irrespective of whether the 
entrepreneurs in question have been 
inefficient or just plain unlucky. 


SYSTEMATIC FLAWS IN THE 
CONDITIONS 


I have been arguing that the efficient 
use of scarce resources is based on a 
fairly effectively operating price mech- 
anism. Prices, wages and interest rate 
data should be loaded with information 
about the real costs of using scarce 
resources. Calculations of profitability, 
which give an order of priorities be- 
tween different projects for improving 
productivity, should be comparable 
throughout the areas of the economy 
affected, and should also correspond 
fairly well to the productivity gains of 
the economy as a whole. Apart from 
the various kinds of imperfections and 
distortions in the price mechanism 
which have been mentioned, there are 
also some systematic errors in the con- 
ditions underlying price determination 
for which the government is primarily 
responsible. 

Without going too deeply into the 
causal relationships here, let me illus- 
trate the nature of these “deliberate 
flaws in the conditions” with some 
examples. Our steeply progressive tax 
system gives rise to large gaps be- 
tween the social value of a productive 
performance and the net value to the 
individual who does the job. The 
structure of company taxation means 
that the privately estimated costs of 
investment and other outlays will differ 
drastically from the costs to society, 
according to the methods of financing 
and the concessions allowed for taxa- 
tion purposes. There is often a con- 
siderable gap between the net return, 
after taxes and with allowance for the 
general price rise, to someone who 
saves via a bank or insurance company, 
and the contribution (before tax) 
which these savings make to the na- 
tional income when they are invested. 
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In the post-war period the level of in- 
terest rates has, as a rule, been held 
considerably below its equilibrium 
level, which has meant that the prices 
of goods and services which require 
large investments of capital, such as 
housing and electric power, are lower 
than the real costs to society. Indirect 
taxes and subsidies cause further price 
distortions at various points, and, last 
but not least, tariffs and import restric- 
tions put considerable obstacles in the 
way of international competition and 
imply disturbances to price formation 
between countries. 


SOME PRECONDITIONS FOR 
EFFECTIVE ECONOMISING 


At every point where effective price 
determination is seriously impeded, 
where taxes, tariffs and regulations of 
various kinds create gaps between what 
a thing really costs and what the seller 
receives and the buyer pays, errors 
arise in the profit calculations as re- 
garded from the point of view of 
society as a whole. As a result scarce 
resources neither are nor can be put to 
the best possible use. In other words, 
a reallocation of resources which re- 
duced or eliminated the price gaps 
would yield gains in productivity. In 
many cases, however, the target of 
economic policy is, quite correctly, the 
prevention of a more economical use 
of resources in order to attain other 
social goals, e.g., a more just distribu- 
tion of income. To take one striking 
example, we are prepared to accept the 
economic costs to society of the tre- 
mendous gap between the receipts of 
the manufacturers of intoxicating liquor 
and the prices the consumer pays for 
alcohol. In other cases, however, I 
am certain that the goals of social 
policy and income redistribution could 
be attained without the considerable 
disturbances in the conditions for an 
effective functioning of markets which 
occur at present. I am also convinced 
that methods of operation more in ac- 
cordance with the market mechanism 
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could be introduced into parts of the 
public sector, and lead to greater econ- 
omy in the use of resources. 

For a small country like Sweden, the 
efficient use of productive resources 
must depend to a great extent on the 
possibilities of maintaining and increas- 
ing foreign trade, and thus be based 
on extensive international division of 
labour. It is only through foreign 
competition in domestic markets, and 
the specialisation which is made pos- 
sible by large European and other 
markets, that a small country can 
achieve an effective functioning of the 
price mechanism, a rapid rise in pro- 
ductivity. An efficient process of in- 
ternational price formation requires a 
minimum of customs duties and other 
impediments to trade, and exchange 
rates which are in accordance with 


businessmen, importers, exporters and 
producers, are constantly making profit 
calculations in order to judge the 
prospects for new exports and imports. 
This means more efficient use of scarce 
resources and higher productivity, pro- 
vided prices in foreign trade are loaded 
with reasonably correct information 
about comparative costs in different 
countries. This gives rise to the gains 
from international trade, which in most 
cases is equivalent to greater efficiency 
in the use of one’s own as well as other 
countries’ productive resources. The 
possibilities of gains of this kind arising 
from foreign trade are ill served in a 
world of high tariffs, exchange controls, 
and other obstacles to trade between 
countries, particularly if differences in 
the state of business conditions create 








market criteria. A large number of unstable markets as well. 


Technology and the World Ideological Conflict 


[n the following excerpt, a top executive of one of the world’s largest manu- 
facturing corporations stresses the importance of paper as a weapon in the 
war of ideas. 


It has become apparent in recent months, particularly among what are 
called the uncommitted nations, that the ideological conflict is being in- 
creasingly pressed forward by economic means. It seems to me to be of 
the highest importance that this should be promptly recognized, for if there 
is one lesson to be learned in our time it is that we live in the century of 
interdependent man. 

Surely the technical resources of the West, which have already done 
much for underdeveloped countries, should be applied with even greater 
drive and generalship if our equipment, materials and know-how are per- 
manently to raise the standards of living of the uncommitted peoples. It 
is relevant to mention that a recent investigation by UNESCO reveals that 
there are 700 million illiterate adults in the world. 

It is better to flourish goods than guns, and in the present struggle of 
conflicting ideas paper is one of the vital weapons against ignorance and 
poverty. 

From a speech by Sir Eric Vansittart Bowater, 
Chairman, The Bowater Paper Corporation, Lim- 
ited, May 29, 1958, in London. Reprinted by per- 
mission. 
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Srovitecll Century P. rojections 


The experts employed by Hollywood motion picture producers who re- 
cently put in the mouth of Henry VIII (in a film version of Shakespeare’s 
play) the words: “my little kingdom of three million inhabitants,” were 
on reasonably firm statistical ground. But how could Henry VIII have 
been aware of figures concerning population which have been derived from 
old records only during the past hundred years? And even if he had had 
an inkling of the number of persons in the kingdom, he was hardly quanti- 
tative-minded enough to express himself like a modern Chancellor of the 
Exchequer. Students of economic history, seeking the origins of statistics 
as a learned discipline, are now inclined to trace the beginnings of the 
subject back as far as the second half of the seventeenth century. At that 
time, a number of persons in England, among them Sir William Petty, 
who was born in 1623, and Gregory King, who was born in 1648, began 
to compute out of curiosity (and no doubt also because of the contribu- 
tion that it was coming to be believed the knowledge might make to eco- 
nomic policy) series of figures for periods of years concerning population, 
trade, the national consumption of food and drink, the national dividend 
of goods and services. They began to work out rates of growth (taux 
d’accroissement) and to project them into the future. For example, Petty 
estimated in 1682 that if the population of London and that of England 
and Wales continued to increase at the rates which he thought prevailed 
in the seventeenth century, by 1840 practically the entire population of the 
kingdom, which he predicted would then be 10,917,389, would be living 
in the city! So he predicted further the growth of the city would stop be- 
fore 1800 when London would have rather more than five million inhab- 
itants! This is not a startling example of prevision, but early twentieth- 
century statisticians have not done much better with their demographic 
predictions. 


From Cultural Foundations of Industrial Civilization by John U. Nef. 
Cambridge, the Cambridge University Press, 1958. 





Automobile 
Marketing 
Mysteries 


UTOMOTIVE EXECUTIVES, with very 

few exceptions, must view the pass- 
ing of the 1958 model year without a 
trace of regret. If they complained that 
the year had brought them injury com- 
pounded with insult, one could hardly 
blame them. 

The low sales level of the year— 
following two so-so years and dropping 
some 42 per cent under glorious 1955 
—has been, of course, a blow to the 
industry as well as to Michigan. 
Equally shocking to the industry’s 
leaders must have been a number of 
accusations that charged them with a 
major responsibility for the recession 
and with all manner of mistaken de- 
cisions. Many of the sensational state- 
ments, coming mainly from Eastern 
cities, may have been recognized as 
grossly exaggerated by those living in 
the Detroit area. Some of these criti- 
cisms, however, are sufficiently close to 
the truth for us to question our assump- 
tions that the industry will continue to 
enjoy the vast and growing market of 
yesteryear. 

Such challenges to the automotive 
industry must be of the deepest con- 
cern to anyone living near and depend- 
ent upon it. The writer is confining 
himself to appraising a single one of 
the allegations: that the industry has 
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The crisis in automobile sales calls 


for long-range reappraisal of the 
industry’s research methods. 


BY D. J. LUCK 


failed to acquire and use adequate facts 
about its marketing situation, present 
and future, and particularly about the 
needs and wants of the public. Un- 
questionably the industry’s future lies 
in stimulating and satisfying the mar- 
ket, and so we are confronting a truly 
fundamental criticism. 


THE RELUCTANT BUYER 


The market trends of the industry 
should be noted briefly to point up the 
significance of our subject. How suc- 
cessfully has the industry attracted con- 
sumers’ dollars in recent years? 

In this brief analysis, let us exclude 
both 1955’s bonanza of 7.7 million 
sales and 1958’s relatively dismal rec- 
ord as abnormalities, considering in- 
stead the two pre-1955 and two post- 
1955 years. The record shows that 
1953-54 unit sales were about 5.8 mil- 
lion units per year and the 1956-57 
ones were about 5.9 million. Current 
predictions for 1959 suggest that the 
greatly restyled and redesigned new 
models will sell slightly below the 1957 
level. This appears to offer a record 
of no growth over a seven-year span. 

Meanwhile there has been ample 
basis for increased new car buying. 
Considering only the 1953-54 versus 
1956-57 averages, the number of per- 
sons in the nation grew by over 8 per 
cent. In the same period the average 
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incomes for each of those persons, on 
a constant dollar basis (ruling out in- 
flationary effects on buying power) 
grew about 7 per cent. And people 
were spending many of these added 
dollars on automobiles. 

This dormancy of automotive de- 
mand profoundly disturbs thinking peo- 
ple in Michigan. Pressing questions 
come to mind, questions difficult to 
fathom. Are automobiles permanently 
losing their primacy among consumer 
desires, or is the trend only temporary? 
What motivates such a changing at- 
titude, and how can it be influenced? 
What do people really want in a car? 
Exactly what do the rising imports of 
foreign cars portend? And so forth. 

Questions like these require vastly 
more than quick judgment or armchair 
thought. Very intensive marketing re- 
search followed by its full use on the 
part of management is critically needed 
at this juncture. That is why we should 
inquire whether this past year’s criti- 
cisms are in fact justified. First let us 
consider what has been done in auto- 
mobile companies’ marketing research 
in the very recent past. 

It should be stressed that nothing in 
this article is to be construed as apply- 
ing to any single company, despite the 
author’s association with one manufac- 
turer. The intention is to typify the 
major firms. 


PRESENT RESEARCH ACTIVITIES 


Merely to enumerate the kinds of 
marketing research studies carried on 
in one or another of the automobile 
companies and the many softs of facts 
obtained is quite impressive. While it 
is not possible to place them in the 
exact sequence of either the expenses 
involved or their importance in the eyes 
of management, the following enumera- 
tion will provide a general idea. 


Sales analysis. If there is any type 


of marketing intelligence in which the 
industry has approached the ideal, it is 
in keeping on top of the current sales. 
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Each company has long had nation- 
wide machinery for compiling and 
funneling sales data to Detroit. Surely 
no other industry can tell you on Tues- 
day its exact volume of unit sales at 
retail on Monday. Over ten-day inter- 
vals there are accumulated great sales 
details, district by district, that are dis- 
tributed from national headquarters to 
manufacturing, sales, employment, fi- 
nancial and other operations. 

With only slightly more delay data 
are obtained on how competition has 
sold, by make. Then registration data 
arrive, in any desired detail. These 
may show, town by town, how your 
make has fared against others. Of 
great interest is the loyalty shown by 
your former owners who repurchase 
your brand, as well as the “conquest” 
sales you make to former owners of 
competitive brands. Current data on 
used car sales and on exactly what cars 
are in dealers’ stocks are likewise re- 
ported quickly. 


New model acceptance. Each manu- 
facturer’s avid curiosity about public 
reactions to his entries in each annual 
sales race has led to considerable re- 
search. From the first showings to 
dealers and well into the model year, 
various formal and informal measures 
are taken of both the extent of approval 
(or the contrary) and specific features 
that lead to such opinions. In this and 
some other types of research, the 
manufacturers are aided by substantial 
studies carried on by advertising media 
and agencies. 


Owners’ experiences and attitudes. 
The industry has long recognized that 
a satisfied owner is the best advertise- 
ment. It is seriously concerned, what- 
ever scoffers may say, with offering the 
best design and quality consistent with 
the price. Therefore repeated surveys 
of own-make and competing-make 
owners is one of the most absorbing 
types of marketing research. 
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Advertising studies. With its major 
firms among the nation’s largest ad- 
vertisers, the automotive industry is 
served by practically every existing 
means of testing advertising impact and 
appeals. Since the agencies tend to 
eye these big accounts hungrily, they 
vie in furnishing maximum research 
service. Although unknowns still 
abound in advertising, as its specialists 
well know, the automobile industry 
stands well in this area as compared to 
other industries. 

There are other directions of re- 
search where much work has been 
carried out, but where definite answers 
are still unfound. One such area in- 
cludes pricing surveys and tests. An- 
other comprises prospecting devices and 
the yardsticks for measuring buying 
potential. There are also general buy- 
ing intention measurements, require- 
ments and locations for dealers, 
practices of successful dealers and local 
testing of various promotional ideas. 

Taken together, these make up a 
complex research operation. Indeed, 
the multiplicity of the studies some- 
times exceeds the capacity of the com- 
panies’ research staffs to interpret them 
or the executives’ opportunity of digest- 
ing and applying them. Despite this 
great body of research, there is not the 
slightest basis for complacency with 
the industry’s present understanding of 
its markets and their needs because: 
(1) a number of other industries are 
better equipped with marketing re- 
search and (2) some of the most crucial 
questions still are not being answered. 


TOMORROW'S MARKETS 


There are at least four problem areas 
of vital significance for the continued 
prosperity of the industry that have not 
been mentioned above as constituting a 
substantial place in its current market- 
ing programs. Their importance is 
self-evident. 


What 
sumers relative to automobiles? 


is motivating today’s con- 
The 
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answers to this question should be the 
cornerstone of the entire marketing 
policies of the manufacturers. Na- 
turally they have been concerned with 
the answers for some time, but studies 
so far have brought little more than 
superficial generalities. Allied is the 
question of why people are buying 
other things and what could revive the 
former level of interest in automobiles. 
These admittedly pose a terrific chal- 
lenge to research. 


What are their buying intentions? 
The forecasting of automobile demand 
has been receiving much attention in 
automotive circles, including efforts to 
find the answer from the consumer 
himself. Progress has been so slow, 
however, that the problem should be 
on our unsolved list. 


Specifically what sort of car will peo- 
ple want to buy? Here is the greatest 
question and the greatest challenge of 
all. The industry has found to its 
regret that the best of styling, engineer- 
ing and merchandising brains cannot 
foresee what the customer will buy. 
Obviously some of the contemplated 
plans are going to have to be revealed 
to some bona fide customers, and some 
yet-to-be-perfected research calipers ap- 
plied to their reactions, if tomorrow’s 
car is to be what tomorrow’s prospects 
want. As the consumer has been a 
fickle fellow lately, this would be a 
major feat of research. 


How will people want to buy their 
cars? That automobile dealers are not 
serving the public in the most pleasing 
or profitable ways is quite apparent, 
especially to the intelligent dealers. 
Many of them agree with many con- 
sumers that horse-trading should have 
gone out with the horse. Not much 
has been done either to find what deal- 
ers should do or how to make such 
practices effective at the dealer level. 

Why have the manufacturers not 
found the answer to these questions al- 
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ready? Their marketing research staffs 
may be partially responsible. It is na- 
tural, when certain types of studies 
have been liked by management, to 
continue to concentrate on them rather 
than to attempt much pioneering. They 
have been undermanned and under- 
financed, with perhaps one man to each 
hundred or more in engineering re- 
search. Short deadlines and inadequate 
funds much too often have resulted in 
sketchy planning, failure to pretest suf- 
ficiently, and use of inadequate samples. 
Creative and imaginative research can- 
not live in this meager atmosphere. 

Some of the fault inheres in the na- 
ture of automotive management. The 
top executives tend to be men of finan- 
cial, manufacturing or engineering 
backgrounds, as the stress has been on 
designing a good car and building it 
efficiently. At this high level, sales 
executives are fewer than the industry’s 
present marketing plight demands. 
These executives themselves are not 
often trained in making comprehensive 
analyses. Their backgrounds tend to 
be in the field sales organizations, 
where they probably lived from one 
ten-day report to the next, facing the 
innumerable immediate problems rather 
than taking the longer view. At the 
national level their industry is locked 
forever into the short cycle of annual 
model changes and the pressure of im- 
mediate concerns. The need is for a 
new management conception of the 
potentialities and use of marketing re- 
search. 

A final reason is largely responsible: 
research methods in marketing have not 
yet been sufficiently tested and proved 
for them to give dependable answers to 
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these questions. Their development 
must be painstaking and patient; the 
growth process calls for considerable 
forebearance on the part of manage- 
ment, and recognition that such basic 
studies are not certain of success. 

The marketing crisis should justify 
large-scale investments. If the com- 
panies, in the aggregate, allotted $25 
million to these problems, this sum 
would only be around one-tenth of one 
per cent of sales. As this is substanti- 
ally more than the industry now spends 
all together on marketing research, a 
broad new concept of both the prob- 
lems and the role of research would 
have to underlie a decision to make this 
investment. If such an expenditure 
would minimize the risk of failing to 
produce the cars wanted by the public 
and of failing to persuade the public 
that it should buy new cars and second 
cars, it should require no argument to 
win the industry’s approval. Money is 
of course only one element; other es- 
sentials are the mobilization of capable 
research talent, patient forebearance in 
allowing the needed time, and readi- 
ness to accept the results. The only 
other alternative is to design and mar- 
ket cars on the basis of stereotypes and 
guesswork—and the dangers of the lat- 
ter course are now all too evident. 

So lengthy is the time from drawing 
board to showroom that even a crash 
program could not reach fruition until 
the 1962 models. It is to be hoped that 
the need for such a program will be 
fully recognized by automotive execu- 
tives as well as by the millions who 
drive cars or are dependent upon a 
prospering automotive industry. 


ON THE ADMISSION OF A NEGRO STUDENT TO HARVARD, and the protest this 


admission aroused: 


If this boy passes the examination he will be admitted; and, if the white 
students choose to withdraw, all the income of the college will be devoted 


to his education. 


EDWARD EVERETT, President of Harvard, 1848 





Nonproduction 


Manufacturing Employment 


and the Recession 


BY JOHN P. HENDERSON 


HE MOST sig- 
T nificant change 

in the econ- 
omy’s basic em- 
ployment pattern 
in recent decades has been the growing 
numerical importance of the service 
industries. Due to the accelerated de- 
cline of agricultural employment which 
has occurred since World War II, a 
secular drift to the service industries 
has been accentuated, and the number 
employed in goods production has de- 
clined significantly. Between the third 
and sixth decades, the proportion of 
workers producing goods dropped from 
62.3 per cent of total employment, in 
1919, to 45.7 per cent in 1957. Be- 
tween 1946 and 1957 agricultural em- 
ployment declined by two million. Not 
all of the recent shift to the service 
industries is due to secular influences, 
however; for the years 1954-1957, it 
seems clear that boom conditions gave 
added impetus to the changing pattern 
of employment, as more “do-it-for-me” 
services emerged from the “expense 
account life.” However, whatever the 
cause, it is clear that an increasing 





Dr. HENDERSON is Economist, Bureau 
of Business and Economic Research, and 
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Is the recent change in 
employment ratios a sec- 
ular or a cyclical one? 


number of workers 
are dependent, and 
will continue to be 
dependent, upon 
service occupa- 
tions. The distribution and sale of 
goods now absorbs a greater number 
of workers than does their production. 

Within the manufacturing industries 
themselves a similar pattern has 
emerged, because of the marked growth 
in the number of service-connected 
employees.! Especially since 1954, there 
has been an unprecedented increase in 
the number of workers engaged in non- 
production activities, while the number 
of production workers has actually de- 
clined. The degree of this change 
varies, of course, from one manufac- 
turing division to another. In the elec- 
trical machinery industry, for example, 
nonproduction employment represented 
30.0 per cent of total employment in 
1957, while textile mill products had 
only 9.1 per cent of its employees in 





1As is the case with the increase in the impor- 
tance of the service industries, the recent increase 
in the importance of nonproduction employment 
has a secular component stretching to the 19th 
century. See Seymour Melman, “The Rise of 
Administrative Overhead in The Manufacturing 
Industries of the United States, 1889-1947," Ox- 
ay Economic Papers, February, 1951, pp. 62- 
112. 
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such occupations. But despite individ- 
ual industry differences, there has been 
a general rise in the proportion of 
manufacturing employees that perform 
services, as opposed to being involved 
in the direct production of goods. 

Since World War II, there has usu- 
ally been an annual increase in the 
number of nonproduction employees in 
manufacturing. With the exception of 
a slight drop in 1949, the amount of 
indirect employment has increased con- 
sistently, while production employment 
declined in 1952, 1954, and 1957, as 
well as in 1949. Between 1946 and 
1957, the number of nonproduction 
employees rose 64 per cent while pro- 
duction workers increased only 7 per 
cent. To a large extent, different rates 
of growth for these two types of manu- 
facturing employment were to be ex- 
pected, because the ratio of nonproduc- 
tion employment was lower at the end 
of the war than at any time since the 
1920’s. By 1953, however, the ratio 
for nonproduction employment had re- 
gained the lost ground of the war 
period and stood at the approximate 
average of the 1920’s. From the expe- 
rience of the 1920’s, moreover, one 
would have expected nonproduction 
employment to become synchronized 
with manufacturing production em- 
ployment, albeit with a lag at the top 
and bottom of the business cycle. What 
has surprised researchers, however, is 
that, between 1953 and 1957, while 
production employment declined, non- 
production employment continued to 
rise. Many writers claimed, according- 
ly, that nonproduction employment had 
become impervious to cyclical activity, 
and that the previous synchronization 
of production and nonproduction em- 
ployment was of historical interest only. 
Representative of this approach was a 
discussion in Fortune of the changing 
pattern of manufacturing employment, 
in which it was claimed that: 


The changes in the structure of the 
labor force reflect the remarkable 
changes taking place in America’s 
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social structure. These are long range 
basic changes that will be little af- 
fected by transient dips in employ- 
ment created by business downturns. 
American society is becoming heav- 
ily weighted toward the middle class, 
not only in its psychology, but in 
occupational status as well.? 


Such enthusiasm for the new way of 
life seems somewhat unwarranted, espe- 
cially if account is taken of the specific 
industrial nature of the areas where 
there have been recent increases in the 
number of non-production workers. But 
more important, monthly data for the 
period of the recession that began in 
1957 reveal that nonproduction em- 
ployment has, in fact, declined. Al- 
though the recessions of 1949 and 1953 
had little effect upon the volume of in- 
direct manufacturing employment, the 
recent record is markedly different. In 
addition, when account is taken of the 
industries where growth occurred, asso- 
ciated as they were with the recent 
plant and equipment boom, it is ques- 
tionable how much of the increase in 
nonproduction employment is perma- 
nent and/or insensitive to “transient 
dips in employment.” 

As the following discussion suggests, 
several factors are responsible for the 
drift to higher proportions of nonpro- 
duction employment. Also, several eco- 
nomic consequences follow from these 
changes in the labor mix of the manu- 
facturing industries. The ebb and flow 
of these causes and effects, however, 
are best analyzed against the back- 
ground of the definitions used by the 
Bureau of Labor Statistics to classify 
workers according to direct or indirect 
contributions to factory output. More- 
over, definitions make it possible to 
distinguish between distinct cyclical and 
secular influences upon the upsurge in 
the number of nonproduction workers. 





2*A New Social Revolution”, Fortune, April, 
1958, p. 218. 
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Who Are Nonproduction 
Workers? 


Distinction between production and 
nonproduction employee classifications 
are, of course, somewhat arbitrary. The 
category of nonproduction employment 
is actually residual, since it includes 
everybody who is not a production 
worker. But broadly speaking, non- 
production workers are engaged in ad- 
ministration, research, selling and rec- 
ord keeping. 

Production workers, according to the 
Bureau of Labor Statistics, are working 
foremen and nonsupervisory personnel 
engaged in fabricating, processing, as- 
sembling, inspection, receiving, storing, 
maintenance, repair, janitorial work, 
products development, and auxiliary 
production for the plant’s own use. 
Record keeping and other services di- 
rectly associated with production are 
also included. By a process of elimi- 
nation, nonproduction workers are 
those in executive activities, as well as 
in purchasing, finance, accounting, le- 
gal, personnel, cafeteria, medical, pro- 
fessional, and technical fields. In addi- 
tion, workers engaged in sales, sales 
delivery, advertising, credit, collection, 
installation and servicing of the plant’s 
own products, routine office work and 
factory supervision are also classed as 
nonproduction employees. In addition, 
employees in force account construc- 
tion (that is workers engaged in the 
construction of major plant additions 
or alterations) are included in the cate- 
gory of nonproduction employment.* 

In grouping these nonproduction ac- 
tivities, four categories are dominant: 
(1) administration, (2) sales, (3) em- 
ployee services, and (4) force account 
construction. Administration (1) com- 
prises executive, accounting, technical, 
legal, financial, personnel, professional 





8“Techniques of Preparing Major BLS Statisti- 
cal Series”, Bulletin 1168, Bureau of Labor Sta- 
tistics, U. S. Department of Labor, Washington, 
D. C., Gov. Printing Office, 1954, p. 43. 

«“Nonproduction orkers in Factories, 1919- 
1956,” ‘onthly Labor Review, LXXX, No. 4 
(April, 1957), p. 435. 
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and routine office activities. Sales ac- 
tivities (2) include employees in credit 
departments, purchasing, bill collection, 
advertising and sales-delivery (route 
men). Cafeterias (in-plant feeding), 
and on-the-job medical care are em- 
ployee services (3). 

The BLS statistical method precludes 
the possibility of differentiating the 
number of workers in each of the four 
dominant categories. It is safe to as- 
sume, however, that several categories 
reflect a persistent long-term rise in the 
importance of this type of work, while 
others are of a more sporadic nature. 
For instance, employee services such as 
in-plant feeding and medical care are 
of relatively recent incidence, their im- 
portance being more pronounced in the 
1940’s and 1950’s than in the pre-war 
period. Sales activities, on the other 
hand, were essential to the distribution 
of manufactured goods even in the 
1920’s. While there has undoubtedly 
been a rise in the number engaged in 
sales, the category is not new in the 
same sense as cafeteria and medical 
employees. 

Force account construction employ- 
ees are classed as nonproduction work- 
ers, but for different reasons than white 
collar workers engaged in sales, admin- 
istration, or research. The former are 
actually involved in the production of 
goods rather than services, and are 
classed as nonproduction only because 
they are not directly associated with the 
production of the company’s product— 
only the construction of its new plant 
and equipment. In a period of rapid 
plant expansion, such as 1954-1956, 
the inclusion of force account employ- 
ees undoubtedly accounts for some of 
the rise in the ratio of nonproduction 
workers. Moreover, this category re- 
flects the fact that many business firms 
found it advantageous to include such 
employees on their own payrolls rather 
than use a sub-contractor. In any event, 
it is reasonable to assume that a sizable 
portion of the nonproduction group 
was made up of employees involved 
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in building new facilities, and that such 
employees were so occupied directly 
because of the capital boom. 

In addition to the force account con- 
struction employees, there were thou- 
sands of research workers and engineers 
who also owed their employment in 
the 1950’s to the capital expansion of 
that period. The heavy concentration 
of the industries where nonproduction 
workers were added between 1954- 
1957, suggests that much of this em- 
ployment was also boom oriented. Al- 
though it is generally true that there 
has been a secular rise in the number 
of service employees in manufacturing, 
still it is important to identify the cycli- 
cal influences of the more recent period. 


“Recent” Changes in 
Nonproduction Employment 


By the end of World War II, as 
Chart I suggests, the expansion of non- 
production employment had not kept 
pace with the advance of production 
workers. As late as 1947, the ratio for 
nonproduction workers was still out of 
line with the relationship that prevailed 
during the pre-war period, 1919 to 
1941. As a consequence, a large per- 
centage of the increase in nonproduc- 
tion employment that has occurred 
since 1947 must be attributed to factors 
associated with the return to peacetime 
full employment production and distri- 
bution procedures. Many employee 
functions of administration and sales 
were under-staffed at the end of the 
war, and the nonproduction employee 
ratio did not reach the full employment 
conditions of the 1920’s until 1952. In 
1951 the nonproduction ratio was 18.3 
per cent of total manufacturing em- 
ployment, matching the lowest level of 
the 1930's; in 1952 the ratio was 19.5 
per cent, the approximate average of 
the 1920’s. The 1948-1949 recession 
was somewhat atypical in that the pro- 
duction-nonproduction ratio had not re- 
turned to its previous historical level, 
with the result that this ratio rose be- 
cause of the recession effects, as well 


November 


as the attendant push toward normalcy. 

As the foregoing suggests, it is mis- 
leading to use 1947 as a benchmark 
for measuring the amount of increase 
in nonproduction employment as some 
writers have done.® It is misleading, 
since in 1947 the relation between the 
number of nonproduction and produc- 
tion workers was still being affected by 
war dislocations and their indirect ef- 
fects upon employment patterns. To 
some extent the use of 1947 has been 
occasioned by the fact that BLS revised 
its procedures at the time,® and by the 
convenience of the 1947 to 1957 pe- 
riod. Also the propensity to note new 
historical marks is not restricted to 
phenomena such as Mickey Mantle hit- 
ting the longest ball recorded in Yankee 
Stadium. The proclivity to note “new” 
records is also reflected in the reporting 
of social and economic behavior. As a 
part of the purported “new social revo- 
lution”, an emphasis has been placed 
upon the changing ratio of nonproduc- 
tion-production employment that is a 
corollary of the “new life” envisioned 
for the 1960’s. If the employment pat- 
tern of the 1920’s is ignored, it can be 
shown that a great change has occurred 
since 1947 in the proportion of indirect 
employment. Such reporting, however, 
is myopic, to say the least. 

It can be seen also that the move- 
ment of the employment indices (Chart 
1) was the same for both the 1928-1929 
and 1952-1953 periods; nonproduction 
employment rose faster, in each in- 
stance, in the year preceding a reces- 
sion. But here the similarity ceases, 
since in the latter period nonproduction 
employment continued to rise despite 
the fact that production employment 
has not returned to the 1953 peak. As 
a matter of fact, 1927 is the only year 





5“A New Social Revolution”, Fortune, April, 
1958, pp. 215-218; “Overhead Labor in Factory 
Work Force”, Business Record, March, 1958, pp. 
104-110, 124. 

*In 1947, BLS started a series that disaggre- 
gated production-nonproduction employment for 
twenty-one manufacturing divisions. Cf. Guide 
to Employment Statistics of BLS, Washington, 
D. C., U. S. Government Printing Office, 1954. 
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Chart I- Indexes of Production and Nonproduc- 
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prior to 1957 in which the nonproduc- 
tion employment index rose while that 
of production turned down. However, 
| in contrast to 1927, the 1957 rise in 
nonproduction employment was _ the 
continuation of a four-year trend, one 
in the opposite direction to the trend 
of production employment. The effect 
| of these changes was that in 1953 the 
production employment index was 163 
per cent, and the nonproduction index 
167 per cent, while in 1957 the indexes 
were 152 per cent and 190 per cent 
respectively. 

What accounts for the new pattern 
in the relation between production and 
nonproduction employment? What ac- 
counts for the apparent disruption in 
the interdependent movement of the 

indexes of production and nonproduc- 
tion employment? It seems remiss to 
interpret the data as reflecting simply 
secular change, since such an interpre- 
tation cannot be supported by fitting a 
trend to the period, 1919 to 1957; un- 
less, of course, one wishes to exclude 


the early 1940’s as a war exception, 
the 1930’s because of the depression, 
and the 1920’s as being too far back 
in the historical record to be useful in 
the interpretation of the contemporary 
scene. If the 1947 and 1957 period is 
the relevant universe of exploration, 
the “recent” rise in nonproduction em- 
ployment reflects secular phenomena. 
It is true, of course, that there have 
been many changes in the industrial 
structure of the economy’s employment, 
especially if one compares the 1950’s 
and 1920’s. However, the magnitude 
of these changes can be easily exag- 
gerated, since cyclical changes still are 
an essential characteristic of the econ- 
omy’s time path. The change in the 
ratio of nonproduction and production 
employment, occurring between 1953 
and 1957, as was pointed out above, is 
largely a reflection of the recent capital 
boom. To some extent, therefore, the 
altered significance of nonproduction 
employment reflects cyclical phenom- 
ena. 
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Changes in Nonproduction 
Employment Since 1953 


Using 1953 as a benchmark, the 
relevant facts and figures concerning 
nonproduction employment are as fol- 
lows: by 1957, the number of such em- 
ployees had risen 332 thousand in the 
durable goods sector of manufacturing, 
and 138 thousand in the nondurable 
industries. Production employment, on 
the other hand, declined by 631 thou- 
sand in the durable goods sector, and 
by 279 thousand in the nondurable 
sector. The total nonproduction gain 
was 470 thousand (an increase of 14 
per cent), and a four-year decline of 
910 thousand in production workers (a 
drop of 7 per cent): a net decline of 
440 thousand in total manufacturing 
employment. 

The 1953-1957 net changes in pro- 
duction and nonproduction employ- 
ment for the twenty-one major divisions 
of manufacturing are shown in Table I, 
where it can be seen that the following 
major conclusions are pertinent. 


Durable Goods Industries 


In the durable goods sector, two in- 
dustries (Ordnances and Lumber) show 
declines for both production and non- 
production workers. In each instance 
the demise of production worker em- 
ployment exceeded that of nonproduc- 
tion classifications, producing a rise in 
individual ratios for nonproduction em- 
ployment. In addition, however, in both 
the ordnance and lumber sectors, there 
was an absolute decline in nonproduc- 
tion employment. The steady demise 
of ordnance employment is undoubted- 
ly associated with the end of the Ko- 
rean emergency, with this division los- 
ing 63 thousand in the single year 1953 
to 1954. The decline in lumber em- 
ployment, occurring mainly in the log- 
ging and sawmill industries, can be 
accounted for by the cyclical decline in 
residential construction, which started 
in 1955. 

Three industries accounted for 70 
per cent of all the increase in nonpro- 
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duction employment in the durable 
goods sector: electrical and nonelectri- 
cal machinery, and _ transportation 
equipment. If fabricated metals are in- 
cluded, four industries accounted for 
78 per cent of the sector’s net gain in 
nonproduction workers. The same four 
industries accounted for 53 per cent of 
the decline in production employment: 
these changes were responsible for a 
large part of the increase in the non- 
production ratio for all manufacturing 
employment. 


Nondurable Goods Industries 


In contrast to the two durable goods 
industries where both production and 
nonproduction workers declined, two 
nondurable goods industries had in- 
creases for both types of employment: 
paper and allied products, and printing 
and publishing. The latter were the 
only manufacturing divisions with posi- 
tive changes for both employee classifi- 
cations, a factor partially explained by 
changing demand and the increased 
emphasis on the selling and distribution 
of goods that pushed the use of news- 
papers, periodicals, and printing. An 
example of this increased emphasis is 
an estimate that in 1957 there were a 
hundred billion paper boxes consumed 
in the United States—meaning not only 
a glacier of cardboard and paper, but a 
printed glacier! 

In addition to the two nondurable 
industries which recorded increases for 
both categories of - employment, two 
other divisions showed substantial in- 
creases in the number of nonproduction 
workers. Food and kindred products 
had an increase of 27 thousand non- 
production employees, between 1953 
and 1957, while the chemical industry 
added 42 thousand such workers. Al- 
together, four industries (paper, print- 
ing, food, and chemicals) accounted 
for 86 per cent of the rise in nonpro- 
duction employment in the nondurable 
sector. Adding these to the four domi- 
nant durable goods industries, eight in- 
dustries accounted for 81 per cent of 
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TABLE II. 





November 


CHANGES IN EMPLOYMENT, JUNE, 1957-JUNE, 1958, BY 


INDUSTRY DIVISION 
(in thousands) 






























Production Nonproduction 
Workers orkers 
1957 1958 1957 1958 

DURABLE GOODS 
Ord NS 655.6:5.0:60 aes sess eanbb as none 78 68 53 58 
Lumber and Related Products ceneteceensaveenecsecerns 627 571 68 65 
PROMO MRE DIMMER s cece cc ccccecrcccesedcsevecsstes 313 287 61 
Stone, Clay, and Glass........seseesccescccccceccccees 463 417 97 96 

SEL RE ANSE AGS elsse% b00:600 an aoe duleeeaeeree 1,095 858 228 210 
Fabricated Metal eescece 893 772 240 232 
Machinery Except Electri baeeseunne 1,274 1,012 486 456 
Electrical Machinery..............000. 852 1 368 3 
Transportation Equipment...............+. «+. 1,404 1,081 502 462 
En 6655 56550.55,.508-000 9.000000 00 6080405060008 225 99 112 110 
Miscellaneous Manufacturing.............ceceeeseesees 391 356 99 99 

Bs 64S bbH ORK eSé nse cecceskesdessencionnes 7,615 6,338 2,315 2,210 
NONDURABLE GOODS 
Food and Kindred Products 1,039 449 445 
Tobacco Manufactures............000. 70 9 10 
|. a rr 840 91 90 
BORE s oc ccccsecccecsecoccccsccccsecces — 993 136 128 
Paper and Allied Products.........sseesseeseeecseceees 434 108 108 
EE occ cccessecccdencrcceecsascessses 541 304 306 
Chemicals and Allied Products 502 301 306 
PED OE POON so cc cece vccncrcccccecsesnecesse 158 81 81 
IED chink n'G56% 456500405 5:0 0.010 64:6 6860 b ae Nee Seas e% 176 59 58 
BAe 0 cb crccrcccccesescccccenecencsecscesse cesses 315 41 39 

| Er rT Per rT Tr erty 5,331 5,068 1,578 1,572 
SOURCE: Bureau of Labor Statistics. 
the absolute increase in nonproduction divisions especially dependent upon 


workers for the twenty-one divisions of 
manufacturing. 

From the discussion above, it seems 
obvious that the nonproduction ratio of 
manufacturing employment was catch- 
ing up to the predepression level until 
about 1953. This leaves four years, 
1954-1957, during which it can be said 
that there was an unprecedented rise in 
nonproduction employment, and/or a 
basic change in the work force .of man- 
ufacturing. When the major economic 
characteristic of this period is recog- 
nized, with its emphasis upon a rapid 
expansion in plant and equipment, it 
seems dangerous to hypothesize that the 
employment changes are in any sense 
permanent. Of the eight industries that 
accounted for four-fifths of the increase 
in nonproduction workers, at least five 
(and perhaps seven) are manufacturing 


capital and plant expansion. Fabricated 
metals, chemicals, transportation equip- 
ment, and the two machinery indus- 
tries, each in its way was tied to the 
capital boom. At the same time, it is 
doubtful whether the printing and paper 
industries can continue their rapid 
growth in the absence of further cap- 
ital expansion, since even the most re- 
luctant must recognize that personal 
consumption expenditures cannot long 
be supported in the absence of contin- 
ued capital growth. In general, there- 
fore, it is safe to hypothesize that the 
majority of the “recent” increase in non- 
production employment was a result of 
the rapid capital expansion between 
1954 and 1957, rather than a reflection 
of any marked change in production 
techniques. There are exceptions, of 


course, but there is no need to deny the 
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influence of automated processes in 
order to point out that a large portion 
of the 1954-1957 rise in nonproduction 
employment was essentially a cyclical 
phenomenon. 


The Effects of the 
1957 Recession 


One of the major effects of the 1957 
recession has been the return of the 
interdependent relation between pro- 
duction and nonproduction employ- 
ment, since both series have now turned 
down (Chart I). Between June, 1957 
and June, 1958, for the twenty-one 
combined divisions of manufacturing, 
nonproduction employment declined by 
110,000, and that of production work- 
ers by 1,540,000 (Table II). While the 
drop in production was much sharper 
than for nonproduction employment, 
the 1957-58 drop in the latter is the 
only significant decline for this type of 
employment in the post-war era. In 
1948-1949 nonproduction employment 
fell by 25,000, while in 1953-1954 there 
was a decline of only one thousand, a 
change that could easily be due to 
statistical error, or to the rounding of 
raw data. 

Of the 470,000 additional non- 
production workers employed between 
1953 and 1957, 89,000 were cut from 
the rolls during the first two quarters of 
1958, a 19 per cent reduction in the 
number of these workers. Despite the 
decline in nonproduction employment, 
however, the ratio of these workers to 
total manufacturing rose to 24.9 per 
cent in June, 1958, since production 
employment declined even more rap- 
idly. 

Since the burden of the 1957 decline 
in general employment was reflected in 
the durable goods sector of manufac- 
turing, it is not surprising that this sec- 
tor accounts for 93 per cent of the total 
decline in nonproduction employment. 
In fact, three industries (primary metal, 
machinery except electrical, transpor- 
tation equipment) absorbed 80 per cent 
(88,000) of the total decline in non- 


MANUFACTURING EMPLOYMENT—RECESSION 27 


production employment for all divi- 
sions. Electrical machinery, which was 
one of the leaders in the advance of 
nonproduction employment between 
1954-1957, had only a nominal drop of 
4,000 in the number of these workers 
between June, 1957 and June, 1958, a 
fact that suggests there was probably 
a dominant proportion of engineers and 
researchers in this industry’s nonpro- 
duction work force. 

Among nondurable goods industries, 
the changes have been small (Table II). 
Printing and publishing and the chemi- 
cal industries showed increases, even 
if small. Along with the ordnance divi- 
sion of the durable goods sector, the 
former were the only areas where non- 
production employment increased in 
spite of the recession. The other two 
nondurable industries that had advances 
in nonproduction employment after 
1953 were food and paper. Between 
June, 1957 and June, 1958, both of 
these divisions appear to have remained 
relatively stable. 

The decline in the number of non- 
production workers, occurring as a di- 
rect result of the 1957 recession, was 
not, of course, as marked as the de- 
cline in production employment. The 
significance of the 1958 mid-year esti- 
mate for employment ratio is that there 
has been a break in the independence 
of nonproduction employment. The 
contrasting direction of the employ- 
ment changes of production and non- 
production workers appears to have 
come to an end during the 1957 reces- 
sion. 

The phenomena of rising nonproduc- 
tion and declining production employ- 
ment did reflect some change in the 
technical composition of the manufac- 
turing work force. This shift undoubt- 
edly reflects a degree of long-run (secu- 
lar) change toward “automation” and 
the upgrading of plant personnel. More 
capital intensive methods of production 
in the manufacturing industries do re- 
quire an increased number and/or pro- 
portion of indirect workers. Design and 
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TABLE III. 





TOPICS November 


INDEXES OF CONSUMPTION AND BUSINESS EXPENDI- 


TURES, IMPLICIT PRICE DEFLATORS (1947=100) 








1953 1954 1955 1956 1957 
CONSUMER EXPENDITURES 
Durable. ccccccccccccccccccccccececcscccsce 111.7 109.0 110.7 111.3 115.9 
Mondurable...ccccccccccccccccccccccccccce 112.9 113.4 112.5 113.9 117.6 
BUSINESS EXPENDITURES 
Ww COMBIACUOR. cccvcciccccccvccccscescos 130.1 129.7 132.2 138.0 142.9 
Producers Durable Equipment.............. 127.8 128.1 130.9 139.6 147.3 





Source: Department of Commerce. 


engineering needs also add to the nec- 
essity for more nonproduction workers. 
Especially is this the case when the 
boom phase of the cycle is carried al- 
most exclusively by investment that is 
oriented to new plant and equipment 
rather than to needs dictated by changes 
associated with rising consumer de- 
mand. During the late stages of the 
1954-1957 boom, the softness of the 
consumer market for both durables and 
nondurables was hardly indicative of 
an acceleration in consumer buying. In 
fact, it is surprising that there was not 
more of an increase in the ratio of 
nonproduction employment, since so 
much of manufacturing output was 
geared to the industry’s internal con- 
sumption of its own product. As Table 
III indicates, between 1953-1957 the 
increased output of manufacturing was 
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primarily absorbed by intrasector con- 
sumption, rather than by increased per- 
sonal consumption. With more of its 
final product being absorbed in new 
plant and equipment, engineering de- 
sign and related services constituted a 
higher proportion of the labor input 
than would have been the case had the 
manufacturing sector been selling its 
increased product in consumer markets 
where there is less need for rapid tech- 
nological innovation in design. 

With the coming of the end of the 
capital boom it is not surprising that 
cutbacks have occurred in nonproduc- 
tion as well as production employment. 
Accordingly, it is doubtful that the ratio 
of nonproduction labor will perma- 
nently remain as high as suggested by 
the data for the 1954-1957 period. 


but a few) that I find the greatest 


vitality of thinking today, and I like to do my thinking where it is most 


alive. 


Mary Parker Follett 

















With work on major highway construction so much in evi- 


dence of recent months, we need to ask ourselves how close 
we are to providing an adequate road system. The facts are 
appalling and the blame falls uncomfortably, close home. 


BY GERALD W. GRAVES 


F2 THE NATION AT LARGE, the motor 
vehicle and the highway have 
brought about a new way of life, affect- 
ing every citizen. They influence near- 
ly all activities of the individual, the 
family and the community; they have 
reshaped the processes of industry, 
commerce, and agriculture. Unlike 
other forms of transportation, the mo- 
tor vehicle provides direct access to 
homes and churches, schools and parks, 
factories and offices, farms and proc- 
essing plants, mines, forests, and rec- 
reational areas. 

In our own state, highways are of 
more than ordinary importance, for 
geographical and economic reasons. 
The overland distance from Detroit to 
Ironwood is about the same as from 
Detroit to New York. Our natural re- 
sources are widely spread over two 
peninsulas. Today, approximately 76 
per cent of both the new materials used 
in Michigan factories, and the finished 
products, move to their destination over 
the highways, as do almost all of our 
agricultural products. Moreover, the 
vast majority of our $600 million an- 
nual tourist trade relies on the roads. 

The transportation requirements of 
Michigan today are served by a high- 
way, road, and street system totalling 
108,036 miles. Of this mileage, 93,428 


Mr. Graves is Executive Director, the 
Michigan Good Roads Federation. 





Michigan’s Future 
Road Program 


miles are rural, while 14,608 are in 
municipalities. State trunklines total 
9,355 miles. The development of this 
great network did not come about eas- 
ily or quickly, but over a long period 
of years. Even today there remains 
much to be accomplished. 


EARLY ROAD DEVELOPMENT 


Centuries ago, there were Indian 
trails where some of our highways now 
run. US 16 from Detroit to Muskegon 
approximates the Grand River Trail, 
while US 12 from Detroit to Benton 
Harbor follows the St. Joseph Trail for 
the most part. Many of the routes of 
state and county roads trace the path 
of the lesser trails. 


Early Settlement Roads. Michigan’s 
first road was constructed with Federal 
funds by Federal troops: it ran be- 
tween Fort Meigs (Toledo) and De- 
troit. Begun in 1816, it was completed 
in 1829. By 1835, work was partially 
completed on connections between De- 
troit and Fort Gratiot (Port Huron), 
Saginaw, Grand Rapids, and Chicago. 
The territorial government was con- 
structing a number of additional roads, 
also. 


Plank Road Era. When Michigan 
became a state in 1837, the government 
withdrew its support of road building. 
As the new state lacked revenues for 
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maintenance, the roads soon fell into 
disrepair. In an attempt to meet the 
highway problem, the State Legislature 
passed a General Plank Road Act in 
1848 to regulate the operation of cer- 
tain chartered roads, which were re- 
quired to have eight feet of their width 
constructed of three-inch plank, with 
an additional eight feet of “good, 
smooth and permanent road.” 

The Detroit to Pontiac plank road 
was opened in 1849, and the Detroit to 
Howell route soon afterward. Other 
shorter roads followed. However, the 
planks decayed rapidly, and replace- 
ments could not be made with the tolls 
received. Inevitably, most of the plank 
road companies ceased operation before 
the turn of the century. 


County Road Systems. Aside from 
private toll roads, the only rural roads 
built in Michigan for more than thirty 
years after 1850 were township ones, 
mainly connecting the rural area and 
the trading center. Lack of revenues, 
untrained officials, and inexpert labor 
created problems. To deal with the 
difficulties and to provide interconnec- 
tions, several townships in Bay County 
formed a Stone Road System in 1883, 
under authorization of the State Legis- 
lature. This unique group macadam- 
ized the main roads radiating from Bay 
City and West Bay City, and established 
a maintenance program. 

Success such as theirs confirmed a 
growing belief that an administrative 
unit larger than the township was 
needed to deal with the pressing prob- 
lems of road improvements. The Coun- 
ty Road Act of 1893 permitted the 
appointment of county road commis- 
sions to plan local systems, to levy taxes 
up to three mills on property, and to 
bond with the approval of the electo- 
rate. Thirty years were to elapse before 
all counties adopted such systems. 


BEGINNINGS OF A STATE-WIDE 
HIGHWAY SYSTEM 


The State Highway Department. By 
1900, Michigan had 68,000 miles of 
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roads, but only 200 miles were surfaced 
with stone or macadam, and less than 
8,000 miles were even graveled. At the 
urging of bicycle enthusiasts, the Leg- 
islature, in 1901, established a commit- 
tee to study highway improvements. It 
recommended that there be a state high- 
way department, and that the prohibi- 
tion against using state funds for road 
improvements be repealed. Two years 
later the Highway Department was es- 
tablished by law, being specifically au- 
thorized to aid the township and county 
toad programs. Senator Horatio S. 
(“Good Roads”) Earle was the first 
Highway Commissioner, but the Attor- 
ney General immediately declared the 
new law unconstitutional, as no amend- 
ment had been submitted to the people. 
For two years, then, Earle served with- 
out pay as our “unconstitutional” high- 
way commissioner. He toured the state, 
stumping for better roads and a state- 
aid program. Only after much legal 
misadventure did an amendment to the 
constitution authorize the state to build 
or aid in building wagon roads. Unani- 
mous legislative approval and ratifica- 
tion by every county then followed. 


A Trunkline System. Already in 
1913 Michigan had 60,000 registered 
motor vehicles. The increased demands 
for highways connecting cities prompt- 
ed the Legislature to establish a 3,000 
mile trunkline system. To improve 
these routes, a “horsepower tax” was 
imposed. Half the revenues were allo- 
cated to the state and half to the town- 
ships and counties. However, by 1919 
this revenue proved inadequate to the 
problems of keeping over 225,000 
Michigan cars rolling. As a result, the 
Legislature proposed a $50,000,000 
highway bond issue, in the form of a 
constitutional amendment, which was 
overwhelmingly adopted by the voters. 
Powers were also granted to the State 
Highway Commissioner to initiate and 
direct the construction of trunkline 
roads. The state was permitted to im- 
prove and maintain trunklines through 
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cities and villages, and to continue to 
grant aid for non-trunkline routes. By 
1924 the entire bond issue had been 
spent, and almost 4,000 miles of main 
roads had been improved. Still road 
needs could not be met. Each new mile 
of improved trunkline generated traffic 
beyond expectations. Between 1922 
and 1927 automobile registrations dou- 
bled, in a pattern sadly familiar today. 

The Legislature abolished the horse- 
power tax in 1925, adopting a weight 
tax as the basis for determining license 
fees. In addition, it approved a new 
source of revenue, a tax of 2 cents a 
gallon on gasoline. Most of the money 
received was allocated to the trunklines, 
the remainder being earmarked to pay 
off balances owed the counties under 
the state reward system, which was 
abolished at this time. 

The new tax proved to be highly 
successful. A 1927 measure to raise the 
gasoline tax to three cents met with 
approval. Under the new increase, 
cities were allocated $2,000 for each 
mile of trunkline within their limits, to 
defray maintenance costs, and counties 
an amount which, together with returns 
from the weight tax, would equal one- 
half of the weight tax. Additions to the 
trunkline system, authorized about this 
time, brought the total trunkline net- 
work to over 8,000 miles. 


THE DEPRESSION YEARS 


In late 1929, property tax collections 
were plummeting and tax delinquency 
rising. There were immediate and wide- 
spread demands for a reduction in real 
estate taxation and for the support of 
a larger share of local road improve- 
ments from more stable motor vehicle 
revenues. The resulting McNitt Act, 
in 1931, brought about, on the one 
hand, major reforms of local road ad- 
ministration, and on the other hand, 
many difficulties. While county road 
administration had reached a very high 
level of competence, road building by 
1,269 separate township authorities was 
recognized as inefficient and wasteful. 
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The McNitt Act provided for the con- 
solidation of the 68,000 miles of town- 
ship roads into 83 existing county sys- 
tems, which were thus increased from 
17,000 miles to over 85,000 miles, with 
the virtual elimination of former meth- 
ods of financing the township roads. 
Unfortunately, a large part of the town- 
ship mileage consisted of poor roads 
which did not permit economical main- 
tenance. The county road commissions 
thus had to spend considerable sums on 
their improvement. Allocations from 
motor vehicle revenues could not meet 
the counties’ heavily increased road 
obligations. The statewide 15-mill 
property tax limitation (constitutional 
amendment of 1932) made it next to 
impossible to raise any substantial 
amount of local taxes for road purposes. 


Dykstra Act. Even before the Great 
Depression, mounting traffic within the 
cities was bringing demands for a solu- 
tion to the congestion problem. The 
Dykstra Act of 1931 made provisions 
for larger state participation in urban 
street needs and costs. The state was 
permitted to pay amounts ranging from 
50 per cent of costs in trunkline con- 
struction in cities of 50,000 and over, 
to 100 per cent in cities of less than 
20,000. Cooperative agreements even- 
tually led to the Edsel B. Ford and John 
C. Lodge Expressways in Detroit. 


Horton Act. The distribution of state 
motor vehicle revenues was drastically 
revised under the Horton Act of 1932, 
with the entire proceeds of weight taxes 
now allocated to the counties, along 
with an annual $6,550,000 from gaso- 
line taxes. $4,000,000 of the latter sum 
represented funds for township roads 
taken over by the McNitt Act, and to 
be distributed on a mileage basis. Of 
the weight tax proceeds, and the re- 
maining gasoline funds, seven-eighths 
were apportioned among the counties 
on the basis of relative weight tax col- 
lections, and the remaining one-eighth 
was distributed equally among the 83 
counties. Excluding an amount for 
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township roads, half of the county 
revenues were to be used for general 
highway purposes, the rest distributed 
according to a set schedule of priori- 
ties. The Act provided that one-fourth 
of the State Highway Department reve- 
nues (regardless of traffic and needs) 
should be spent for construction in the 
Upper Peninsula, one-fourth in the 
Lower Peninsula north of Townline 12, 
and the remaining one-half in the south- 
ern part of the state. 

Though the Horton Act effectively 
established motor vehicle taxes as the 
principal basis of rural road finance, it 
largely eliminated all property tax levies 
for roads and virtually tied down real 
expanded road improvements from 
these sources. At the same time, the 
relief provided for local property taxa- 
tion was obtained at the expense of the 
state trunkline system, since the High- 
way Department’s share of motor ve- 
hicle revenues was virtually cut in half. 


A NEW ERA FOR ROADS 


The proponents of better highways, 
roads, and streets for Michigan have 
seen the greatest progress from World 
War II to the present. Road revenues 
have been substantially increased, and 
distributed to the governmental road 
agencies on a basis of relative needs; 
there have been effective administrative 
changes, and greater construction pro- 
grams based upon studies and priorities. 
Such progress is the result of the work, 
cooperation and sacrifice of many, and 
is also due to forward-thinking legisla- 
tion. 


Good Road Bills of 1951. In 1946 
the Michigan Good Roads Federation, 
a non-profit, non-political organization 
made up of governmental road agen- 
cies and private organizations and in- 
dividuals, became greatly concerned 
over the obvious deterioration of the 
toads in the state. The Federation’s 


directors ordered a comprehensive en- 
gineering analysis of all systems, and a 
study of the cost of meeting the needs. 
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This two-year survey was one of the 
first of its kind in the nation, and its 
standards and procedures are now rec- 
ognized throughout the world. Approx- 
imately 200 civil engineers gave freely 
of their time and effort in carrying it 
out. 

Among its significant recommenda- 
tions, the Federation stated that a bare 
minimum of $1,434,000,000 was nec- 
essary to bring our highway, road and 
street systems up to par by 1960; that 
highway user taxes should be increased 
to provide a minimum of $73,365,000 
in additional revenues annually; that all 
motor vehicle fuel and weight taxes 
should be deposited in a single fund; 
that its distribution be carried out in 
accordance with the relative need of 
state, county and municipal roads as 
determined by the survey, and that the 
law requiring geographical expenditures 
of the state trunkline construction funds 
be repealed. 

The purpose of the single road fund 
was to initiate a uniform accounting 
procedure, allowing motorists to see 
where and how their tax dollars were 
being used, and to give all road admin- 
istrators a more accurate estimate of 
expected revenues for more efficient 
programming of maintenance and con- 
struction projects. 

Because of indifference, lack of de- 
mands on the part of the public for 
increased revenues for roads, and a 
disbelief in needs, the recommendations 
of the Federation were not adopted by 
the Legislature until 1951—three years 
after the scientific study revealed our 
minimum needs. Even then, the impor- 
tant revenue measure was curtailed. 
The Legislature overrode the Gover- 
nor’s veto and voted an additional $30 
million annually for highways, roads 
and streets. 

Though this amount was far short 
of the annual amount necessary to meet 
our billion-dollar needs, it was a step 
forward. A report by the Automotive 
Safety Foundation stated, “Had it not 
been for this increase, Michigan road 
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administrators would have been com- 
pletely swamped by their vastly ex- 
panded responsibilities. Nevertheless, 
today’s higher revenues, greatly in- 
creased as they are, do not compensate 
for the combined impact of the mount- 
ing traffic load.” 

The additional revenues voted that 
year provided the first substantial in- 
creases since 1928 for the governmental 
road agencies, Additional revenues and 
bonding provisions at the state level 
alone permitted a jump from a high of 
$28 million before 1951 to $55,171,000 
in 1952. To accomplish this, gasoline 
taxes and the weight tax on trucks were 
increased 50 to 100 per cent over the 
past fees. Money collected under the 
Act was deposited in a single Motor 
Vehicle Highway Fund and distributed 
on the basis of 44 per cent to the State 
Highway Department, 37 per cent to 
the counties, and 19 per cent to the 
municipalities, approximating as closely 
as possible the relative dollar needs of 
the three agencies, which unanimously 
approved the allocation. 

Among the important administrative 
changes provided for in the Act were 
the following: 


1. All road agencies were required 
to report to the Governor and the 
legislature on construction prog- 
ress and expenditures from the 
motor vehicle funds; 


2. All county road commissions and 
incorporated cities and villages 
were required to submit biennial 
road and street programs to the 
State Highway Commissioner; 

3. Roads and streets were reclassi- 
fied in accordance with purpose, 
quantity and quality of traffic and 
general use, and the state trunk- 
line system was designated; 


4. Boards of county road commis- 
sions were required to act as ad- 
ministrative bodies only, being 
limited to policy-making and the 
performance of duties imposed 
by law; 
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5. Cities and villages were required 
to designate one administrator to 
deal with the Highway Depart- 
ment on official matters; 

6. All road agencies were required 
to adopt reforms to guarantee 
uniform accounting and report- 
ing on the use of state collected 
revenues. 


At the urging of the Michigan Good 
Roads Federation, the Legislature, in 
March, 1954, established the Joint Leg- 
islative Committee on Highway Needs, 
to bring the Federation’s 1946-1947 
engineering needs survey up to date. 
At the same time it authorized a fiscal 
study and a highway law study.1_ The 
Federation was directed to work with 
the Legislative Committee on all parts 
of the overall study. Work was begun 
by 300 state, county and city engineers. 


Act 87 of 1955. Even before the 
engineering needs survey was com- 
pleted, the need for increased road 
funds was unmistakably clear by early 
1955. A new highway measure, Act 
87, was adopted—but only after a hard 
battle. By this Act, road revenues 
were substantially increased by an ad- 
ditional 114. gasoline tax and an overall 
increase amounting to about 11 per cent 
in weight tax on trucks. This money 
was deposited in a separate fund and 
distributed to road agencies on a basis 
of 75 per cent to the state, 16.5 per cent 
to the counties, and 8.5 per cent to in- 
corporated cities and villages. The 
state’s share assisted the Highway De- 
partment in reaching a construction 
total of $69,750,000 in 1955. The Act 
also established priorities for the ex- 
penditures of the state’s share, stipulat- 





1The Legal Subcommittee of the Michigan 
Good Roads Federation presented its first report 
on the highway law ra, the Joint Legislative 
Committee on Highway Needs this January. The 
report, recommending the repeal of 254 sections 
of obsolete and conflicting highway law, was 
unanimously adopted by the Legislature and signed 
by Governor Williams. The Legal Subcommittee 
is at present rewriting all remaining highway 
laws, the goal being to give our state the finest 
highway law in the country. This phase of the 
work is expected to be completed in late 1959. 
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ing that the 75 per cent of the new fund 
granted to the State Highway Depart- 
ment be used for construction and re- 
construction of trunklines, as follows: 
The Interstate Highway System 
The state trunkline system 
U.S. 27 from the Indiana border to 
junction with M-76 
U.S. 127 from the Ohio border to 
Lansing 
U.S. 23 from the Ohio border to 
Flint 
U.S. 223 from the Ohio border to 
WS; 127 
U.S. 131 from the Indiana border to 
Cadillac 
U.S. 31 from the Indiana border to 
St. Joseph, and from Holland to 
Ludington 
M-53 from Detroit to Imlay City 
M-21 from Flint to Port Huron 
M-78 from Flint to Lansing 


As the Good Road Bills of 1951 are 
the basis for more efficient administra- 
tive practices, and for the affirmation 
of the theory that road revenues should 
be largely derived from motor vehicle 
fuel and weight taxes, Act 87 of 1955 is 
the basis for an arterial system of high- 
ways for the state. 


The Federal-Aid Highway Act of 
1956. Ever since the time the Federal 
government sent troops to clear a route 
for wagon trains through the Appa- 
lachians, some 150 years ago, it has 
been interested in highways. With the 
Federal-Aid Highway Act of 1956, this 
interest reached its peak. Congress 
pledged its support to construction or 
reconstruction of 41,000 miles of the 
National System of Interstate and De- 
fense Highways. This new system will, 
in approximately 16 years, connect all 
48 states, linking all but 23 of the na- 
tion’s 232 cities of more than 50,000 
population. 

The Act authorizes approximately 
$24.8 billion of Federal funds for this 
purpose, to be matched by $2.6 billion 
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of state funds at a new ratio of 90-10. 
The Federal funds are to be obtained 
by increased taxes on motor fuel, tires, 
trucks and buses. The user taxes are 
channeled into a Highway Trust Fund 
created by the Act. 

The vast majority of the roads will 
be on new locations, with a minimum 
of 4 lanes, opposing traffic being sep- 
arated by a wide median. The lanes 
are recommended to be at least 12 feet 
wide, and shoulders at least 10 feet. 
One of the most important features of 
the design standards deals with manda- 
tory control of access. This means the 
preservation of rights of way for traffic 
movement. Unlimited egress and in- 
gress is prohibited. There will be no 
crossroads or railroad crossings at 
grade. Interchanges will provide for 
entering and leaving. 

Michigan’s part of the System com- 
prises about 1,070 miles of the most 
heavily travelled trunklines in the state. 
Most radiate from Detroit: they run to 
Indiana via Benton Harbor; to Muske- 
gon; to Toledo; and to Sault Ste Marie. 
Several supplementary routes are also 
included. Michigan already is feeling 
the impact of this building program, 
with several sections of new highways 
recently opened to traffic. 


Act 262 of 1957. “Financing Mod- 
ern Highways for Michigan,” the report 
of the study authorized by the Legisla- 
ture in 1954, was made public late in 
1955. It recommended, among other 
things, a return to a single Motor 
Vehicle Highway Fund, a change in the 
distribution of state revenues, and an 
increase of funds to local road agencies. 

In 1957 the Legislature adopted 
Public Act 262, combining the revenue 
acts of 1951 and 1955 and re-establish- 
ing a single Motor Vehicle Highway 
Fund. Its distribution formula (still in 
force) granted 47 per cent of state- 
collected revenues to the Highway De- 
partment, 35 per cent to the counties, 
and 18 per cent to incorporated cities 
and villages, thus granting the local 
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units an additional $8 million yearly. 
Bonding limits were raised, a new snow 
fund established, and municipal sharing 
in state trunkline highway costs was 
either eliminated or reduced by half. 
The “arterial routes” of Act 87, 1955, 
were again given a priority. 


FIVE-YEAR STATE CONSTRUCTION 
PROGRAM 


A year ago State Highway Commis- 
sioner Mackie announced the Depart- 
ment’s unprecedented $114 billion five- 
year construction award program. Av- 
eraging an expenditure of $250 million, 
the program will be financed by an 
estimated $550 million in Federal Aid, 
$400 million in bonds, with future 
gasoline and weight taxes as security, 
and $300 million, the Department’s 
share from the Motor Vehicle High- 
way Fund. The program calls for: 


New construction or reconstruction 
of 2,900 miles of highway 


Construction of a new expressway 
system of over 900 miles, connect- 
ing all major Michigan cities of 
50,000 or more 

Construction of expressways from 
the southern border to the Macki- 
nac Bridge and the Sault, from 
Detroit to Chicago, and from De- 
troit to Muskegon, connecting, but 
bypassing, all cities on the way 

Paving all remaining 800 miles of 
gravel roads on the State trunk- 
lines 


Carrying out $400 million worth of 
urban-area projects, including a 
stepped-up Detroit area express- 
way program 


Scope. This program calls for more 
than twice as many miles of four-lane 
divided highways in five years as were 
constructed in Michigan since the 
creation of the Highway Department in 
1905. The state-wide arterial system 
will be within 30 miles of more than 
two-thirds of our people, almost 90 
per cent of our industry, over 80 per 
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cent of our farms, and all of our metro- 
politan counties, while its northern arm 
reaches into the heart of Michigan’s 
vacation and tourist area. 


Controlled Features. A considerable 
amount of mileage (all on the Inter- 
state System) is being constructed to 
planned access standards. This will 
mean the relocation of many miles of 
roads, because of the requirements of 
the design standards of the U.S. Bureau 
of Public Roads, and of the excessive 
cost of attempting to utilize some exist- 
ing routes. Yet if we are to meet our 
traffic needs, and avoid wasting tax 
money on inadequate construction de- 
signs, we must build future arterial 
roads of the controlled access type and 
by-pass communities wherever possible. 
There must also be proper access points 
to benefit the greatest number of peo- 
ple. 

Highways not built to modern stand- 
ards would be wasteful and_ short- 
sighted. Throughout the nation are 
many examples of costly major high- 
ways which have become death-traps 
or urban bottle-necks because of the 
unlimited access privilege. A prime 
example is the Dort Highway in Flint, 
originally constructed as a by-pass, but 
today a crowded city street. A by-pass 
around it has just been constructed at 
a cost of millions of dollars. 

When the controlled access feature 
is included in a highway program, the 
motorist who pays the bill will gain in 
numerous ways, traveling on a route 
free of congestion, traffic lights, stop 
signs, and crossings. Controlled ac- 
cess routes will prevent numerous ac- 
cidents in the years to come. Studies 
reveal that traffic accidents were cut 
four-fold on such routes as compared 
with conventional highways, while the 
death rate is less than a third that on 
the other roads. 

The completed system will also open 
vast areas for business, residential and 
manufacturing development. Already 
there are many examples of this type 
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of development. In Boston, off Route 
128, over 40 new plants and buildings 
valued at over $100 million have been 
constructed, with others being planned. 
Developments off New York’s Thruway 
or Houston’s Gulf Freeway tell a story 
of economic development and im- 
proved opportunities, in addition to 
meeting of traffic needs. 


LOCAL PROBLEMS 


Despite the scope of the program, it 
should be remembered that the plan 
will meet only one-third of Michigan’s 
dollar highway deficiency. The new 
four-lane divided highway program only 
represents /0 per cent of the state trunk- 
line mileage. Even with contemplated 
Federal Aid and existing highway in- 
come, it will take a good many years 
to meet our highway needs. The prob- 
lem is especially severe at the local 
level—county roads and city streets. 
Let us consider the county problem 
alone. 


County Road Financial Difficulties. 
Since 1951, new revenues have made 
possible much progress in road and 
bridge building on the county road 
system. Some 11,000 miles of local 
and primary roads have been under 
construction, with approximately 9;000 
miles and 150 bridges completed 
through 1957. Yet the adequacy of 
the system has only been improved 3 
per cent per year, and present revenues 
can scarcely improve the situation. 

From the Motor Vehicle Highway 
Fund, Federal Aid, and local sources, 
a net of $88 million can be expected 
annually for county roads. To bring 
the county roads up to par in 20 years, 
$125 million annually is required, ac- 
cording to the recent needs study. Even 
without a decline in the value of the 
dollar, the 20-year program will have 
to be protracted to 28 years. County 
secondary roads can be expected to 
fare even worse. 

It is obvious that additional financ- 
ing is necessary if counties are to meet 
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their 20-year obligations promptly. 
Moreover, such financing has to be on 
a sound basis if the county road ad- 
ministrators are to do their job prop- 
erly. 


THE NATURE OF THE CRISIS 


State, county and municipal road au- 
thorities all face the same huge problem 
of pressing needs and inadequate reve- 
nues. “Modern Highways for Michi- 
gan,’? the consensus of 300 engineers 
working statewide to determine our 
needs and deficiencies, made it clear 
that we are in the midst of a highway 
crisis. At 1954 price levels, we need 
$7.5 billions in the next twenty years 
to provide for new highways and 
streets, and for improvements, mainte- 
nance, and administration. 

What are the reasons for this tre- 
mendous lag? 

First, costs and types of roads have 
changed greatly in a very short time. 
Our first highway, from Detroit to 
Toledo, cost a total of $38,000, in- 
cluding the pay of the soldiers who 
built it. Today, expressways in Detroit 
cost $4 to $10 million per mile. (Of 
course, they carry 100,000 vehicles a 
day, rather than a few wagon trains 
per week). 

Second, we have not been able to 
visualize the growth of traffic in time 
to cope with it. There were 20,000 
vehicles in Michigan fifty years ago; 
there are 3 million today There has 
been an 80 per cent increase since 1946 
alone. Travel, meanwhile, has gone up 
70 per cent. From now to 1975, both 
travel and registrations are expected to 
double. 

Third, the backlog, due to insufficient 
funds and rapidly rising numbers of 
cars, is tremendous. Before 1951, we 
had, for fifteen years, the lowest gas 
tax in the country, and one of the 








2“Modern Highways for Michigan” is the needs 
and deficiencies report submitted to the Le 
lature in late 1955. It was the a ges base 
for the fiscal plan, “Financing Modern Highways 
for Michigan,” already mentioned. 
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lowest weight taxes. Today we just 
meet the national average with a 6-cent 
gas tax, while our passenger car weight 
tax is lower than it was in 1927. Since 
these iaxes are basic to road revenues 
in the state, road administrators re- 
ceived no specific increase in road 
revenues between 1928 and 1951. That 
year’s increase barely made up for 
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rising costs and maintenance at the 
local level. 

As a result of our lag in meeting 
road needs, we have 63 per cent of our 
highways deficient at present, 47 per 
cent of our county roads, and 42.1 
per cent of our city streets. Only the 
public can ease the burden these figures 
place upon our highway officials. 





emaleiad Oldest Foreign a 


The earliest records of exploration of the Atlantic coast show that the 
Newfoundland and Grand Banks fisheries are of unknown antiquity. Breton, 
Norman, Portuguese and Basque vessels seem to have been harvesting those 
northern waters before Columbus, taking back the Lenten staple of salt cod 
for the tables of Christian Europe. As long ago as the early sixteenth cen- 
tury the name given to the entire fishing area was Baccalo, the Basque word 
for codfish, the same name used for that fish today in Spanish, Italian and 
Portuguese: bacallao, bacala, and bacalhau respectively. 

A correspondent, formerly a resident of Mexico, tells of the spring odor 
of boiling cod, a brisk northern smell blending strangely with soft scents of 
bay and eucalyptus trees. For forty days before Easter the breezes are full 
of bacallao. Leaving Latin America, he vacationed in Nova Scotia, on the 
fog-bound southern coast, and stopped at a village with a large packing 
plant. It was redolent of the familiar smell of a Mexican Lent. Our man 
stopped to talk to the proprietor, and found him puzzling over a letter from 
a Mexican customer. The traveler offered to translate, and noted the letter 
came from a grocery store four thousand miles away, where he used to 
shop. After talk or the coincidence, and of the antiquity of the fisheries in 
Nova Scotia, it occurred to him to inquire the present name of the village. 
“Same as it’s always been,” the packer replied in flat Nova Scotian accents: 
“Bacalo.” 

























Occupational Disease 


DOES THE TREASURER have a pain in 
his shoulder? If so, the reason is clear. 
A bursar has sound etymological ground 
for suffering from bursitis. Both words 
derive from the Latin bursa, a purse. 
The bursar is the purse-holder of an 
organization; the bursa is the sac around 
his aching shoulder joint. Ultimately, 
purse and bursa alike derive from the 
Greek word for leather. 


Fossils in the Courts 


SINCE ALL Courts of law in Eng- 
land did not rely exclusively upon the 
English language until 1731, many 
technical terms still current in legal 
parlance are Latin, Late Latin and 
Norman French. From the cry of Oyez 
(attend!) that opens a trial to the fine, 
penalty, or acquittal that ends it, the 
whole proceeding is studded with fos- 
silized terminology. Alimony, or sus- 
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tenance money, is an example of es- 
tovers. The latter word is a corruption 
of the Latin est opus, it is necessary. 
Estoppel, or legal impediment to chang- 
ing one’s position in the middle of a 
contract, is related to the stopper of a 
bottle: both go back to stuppa, Low 
Latin for tow for caulking or corking. 
Hence anyone frustrated by estoppage 
is literally bottled up. Tort, a civil 
wrong, represents twisted behavior— 
but other things than behavior can be 
twisted. To twist someone’s arm is to 
torture him. Twisting and wringing 
dough results in tortillas, torten, and 
tarts. All alike, torts and tarts, origi- 
nate in Latin torquere, which is also 
the source of extortion, the act of twist- 
ing money out of someone. How the 
tortoise gets into the act it is difficult to 
say: he has to twist his neck to see out 
of his carapace, but he is also shaped 
like a pie. 


A.C.G. 





OUR MOST IMPORTANT SUPPLIER GROUP is not the companies who fur- 
nish us materials, but the schools and colleges of our country who fur- 
nish us with the most important resource we or any other company can 
have—our people. 

George Russell 
Vice President, General Motors 











READING FOR BUSINESS AND PLEASURE 


U.S. Industrial Relations: The Next Twenty Years’ 


U. S. Industrial Relations: The Next 
Twenty Years, as the title indicates, is 
a collection of predictions by six out- 
standing authorities about developments 
in industrial relations over the next 
twenty years. The authors and topics 
covered are as follows: 


1. John T. Dunlop, “The American 
Industrial Relations System in 
1975”. 

2. Walter P. Reuther, “Labor’s Role 
in 1975”. 

3. John S. Bugas, “Industrial Rela- 
tions in 1975: A Management 
View”. 

4. David L. Cole, “The Future Role 
of Government in Industrial Re- 
lations”. 

5. Edwin E. Witte, “The Future of 
Social Security”. 

6. Clark Kerr, “The Prospects for 
Wages and Hours”. 


The entire series is edited and ably 
prefaced by Jack Stieber, Director of 
Research at Michigan State University’s 
Labor and Industrial Relations Center. 

Predictions regarding human _be- 
havior are inaccurate enough over the 
short haul to obviate any likelihood of 
precision over a twenty-year span. The 
authors are keenly aware of the limita- 
tions and demonstrate proper reluc- 
tance before barging ahead with their 
projections. Their ultimate lack of 
inhibition is most fortunate since it has 
resulted in an insightful group of essays 
in the industrial relations field. 

To the thoughtful business executive, 
the problem of predicting over a 
twenty-year period in no way limits 





1U. S. Industrial Relations: The Next Twenty 
Years. Jack Stieber, Editor, Michigan State Uni- 
versity Press, East Lansing, 1958. 





the value of this book. Predictions are 
made not so much to provide an ac- 
curate picture of the future as to shed 
light on an evolving present—partic- 
ularly to sharpen one’s awareness that 
tomorrow is intimately related to to- 
day’s decisions and events. This is by 
no means a new idea in business. A 
number of companies systematically 
require their executives to make long- 
range predictions to insure that they 
are sensitized to the need to look ahead. 

The predictions made in U. S. In- 
dustrial Relations: The Next Twenty 
Years are, like all predictions, based on 
certain perceptible facts and on value 
interpretations. The perceptible facts 
in industrial relations are principally 
population statistics. It is possible to 
predict with some degree of accuracy, 
barring catastrophic circumstances, how 
many people there are likely to be in 
the United States in 1975 and how 
these people will be distributed in terms 
of age and sex. These few shreds of 
evidence tell us a good deal about the 
size of the work force, the number of 
old people, and the number of young- 
sters which we can expect in 1975. 
Assuming the continuation of present 
values and patterns of behavior, the 
authors can predict the effects of a 
growing and shifting population on the 
extent of unionization, the length of the 
work week, the development of social 
security, the number of years devoted 
to education, and so on. 

Other predictions of necessity hinge 
on the prognosticator’s perception of 
the evolving values and sentiments of 
our society. Whether the country 
moves toward greater automation or 
less, longer or shorter work weeks, ex- 
pansion of social security, or a leveling 































40 





of wages and salaries, all depend on 
values and sentiments and what people 
see as right and proper in 1975. The 
authors and editor are unquestionably 
able interpreters of the American in- 
dustrial scene and, to the extent that 
they are, the reader will gain a useful 
and credible glimpse of the future. At 
least, he will be stimulated to test his 
own thinking against the views of sev- 
eral professors, a lawyer, a university 
administrator, a labor leader, and an 
industrial executive, each of whom is 
well qualified in his field. 

If the reviewer is permitted a few 
comments of his own, he would like to 
point up certain significant factors 
which are not ordinarily taken into 
consideration in projections of the type 
found in the present volume. If pre- 
dictions are largely based on emerging 
values, why not study those who are 
likely to be in a position to push their 


SEMENOW, ROBERT W. Questions and 
Answers on Real Estate. Prentice- 
Hall, Englewood Cliffs, New Jersey. 
3rd edition, 1958. 

Although aimed at the professional in 

the field, this book will prove valuable 

to anyone wishing more than a casual 
knowledge of real estate. In addition 
to more than 2,000 questions and an- 
swers, the volume contains ample def- 
initions, text material, problems, and 
real estate forms. Arrangement is such 
that research is facilitated, and each 
chapter which deals with a specific real 
estate function is prefaced by a clear- 
cut discussion of that particular subject. 
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own values and sentiments in the year 
1975? We are speaking here of the 
emerging leaders in our society who are 
in the age bracket of twenty to forty- 
five. Potential leaders in this group 
can be identified now. What are their 
values and basic sentiments with regard 
to various aspects of industrial rela- 
tions? More basically, what kind of 
social character and personality have 
they developed and how are they likely 
to react to key issues as they mature 
and move into crucial leadership posi- 
tions? In the answers to these ques- 
tions lies the future of America. 

In the meantime, U. S. Industrial Re- 
lations: The Next Twenty Years is a 
worthwhile and valuable effort and one 
which is strongly recommended to the 
business executive. 

D. G. Moore 

Head, Department of Personnel and 

Production Administration 


Books in Brief 


SCAMMON, RICHARD M., ed. America 
Votes: A Handbook of Contempo- 
rary American Election Statistics, 
1956-57. Macmillan, New York. 
1958. 


While this is a book that does not be- 
long on the shelves of every household, 
all students of politics and election 
statistics should be acquainted with it. 
Among the election statistics of 1956 
and 1957 which are included are the 
state primaries—presidential, guberna- 
torial, senatorial, and congressional 
primaries for each party; county-by- 
county and ward-by-ward data on the 
senatorial and gubernatorial races in 
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each state; and the full tallies of each 
state’s senatorial vote since 1945, in- 
cluding totals, pluralities and percent- 
ages. This is the second volume in a 
series, and it is to be hoped that there 
will be future ones. 


DvuvERGER, Maurice. The French Po- 
litical System. University of Chicago 
Press, Chicago. 1958. 

To many Americans one of the most 
interesting and sometimes amusing po- 
litical situations is that in France. One 
of France’s most astute political econ- 
omists presents a clear picture of the 
problems faced by France, aiming this 
book at the American student. He 
indicates that the basic defect’ is the 
inability of the French to make deci- 
sions, and that among things his coun- 
try needs today are a stronger executive 
branch of its government, an electoral 
system that will satisfy the majority of 
the several strong political groups, in- 
dustrial expansion, and modernization 
of its agriculture. Mr. Duverger’s book 
seems to be an honest critical analysis 
of the French system, and will be of 
value to anyone interested in the future 
of France. 


VAZSONYI, ANDREW. Scientific Pro- 
gramming in Business and Industry. 
Wiley, New York. 1958. 


With all of the discussion of linear pro- 
gramming for business and industry, 
there has been a scarcity of material in 
non-mathematical terms. Vazsonyi ex- 
cels at describing, in non-mathematical 
language, such scientific techniques as 
operations research, linear program- 
ming, and statistical decision theory. 
The book will be a genuine help in ap- 
plying these techniques in the business 
and industrial world. 


GorpDoNn, RosaLiE M. Nine Men 
Against America. Devin Adair, New 
York. 1958. 


Recent years have seen several bitter 
attacks on the Supreme Court; this book 
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will do nothing to mitigate them. It is 
Miss Gordon’s thesis that the decisions 
of the Court have been handed down 
by politicians rather than jurists, in a 
period of decline starting in 1937 and 
continuing during the Eisenhower ad- 
ministration. Although this is fascinat- 
ing reading, many of the author’s con- 
clusions are open to debate. 


ARANOW, EpwarbD R. and HERBERT A. 
EINHORN. Proxy Contests for Cor- 
porate Control. Columbia University 
Press, New York. 1957. 


With the increase in proxy fights, the 
appearance of this book is timely. 
While many such fights have been high- 
ly publicized, many others have not; 
there are in addition many other con- 
tests which were tnreatened but were 
compromised or resolved before a 
battle actually began. The authors of 
this book have written a detailed tech- 
nical account of the forces that make 
up a proxy fight. The subjects are 
treated in their relation to the S.E.C. 
rules, stock exchange rules, state stat- 
utes, and court decisions. It is pointed 
out quite clearly that the effective con- 
duct of a proxy fight requires the com- 
bined efforts of the lawyer, accountant, 
public relations expert, and proxy 
solicitor, and that the assistance of a 
security analyst is often necessary. 


HAMILTON, DANIEL C. Competition in 
Oil: The Gulf Coast Refinery Mar- 
ket, 1925-1950. Harvard University 
Press, Cambridge. 1958. 

Recent years have seen much emphasis 
placed upon natural resources, partic- 
ularly oil. This volume presents a sys- 
tematic study of one of the most 
influential refinery markets for petro- 
leum products. Among the topics 
discussed are price data, types of 
buyers and sellers, efficiency of the in- 
dustry, profit levels, and the extent and 
character of innovation. A feature 
that will appeal to researchers in this 
field is the excellent bibliography. 
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FIsHER, PHILIP A. Common Stocks 
and Uncommon Profits. Harper & 
Brothers, New York. 1958. 


Most of us have the desire to make 
money, and it is the contention of this 
book that those who follow it closely 
will have money to put in the bank. 
Mr. Fisher has an interesting style; 
many will raise their eyebrows over his 
unorthodox approach to security analy- 
sis. His ten “Don’ts” for investors 
puncture the general confidence of 
many security analysts in the mathe- 
matical factors such as ratios, per- 
centages, and dividend records. The 
author makes it clear that there are no 
simple short cuts to riches via the in- 
vestment field. 


CHESKIN, Louis. How To Predict 
What People Will Buy. Liveright, 
New York. 1957. 

This fascinating book expounds in read- 

able terms the science of Motivation 

Research. Through analysis of such 

questions as “What is unconscious level 

testing?”, “What is the importance of 

imagery in marketing?”, “How im- 

portant is color?”, and “Where did 

motivation research originate?”, the 

reader is led into the intricacies of the 
subject. Among the testing techniques 
revealed are those used in the develop- 
ing of the packages for Lux Toilet Soap, 
Marlboro Cigarettes, and Good Luck 
Margarine. 


ACHESON, DEAN. A Citizen Looks at 
Congress. Harper & Brothers, New 
York. 1957. 


In a penetrating and constructive analy- 
sis of Congress, Acheson examines and 
explains the working of the division of 
power within the United States govern- 
ment. Beginning with an examination 
of Woodrow Wilson’s Congressional 
Government, which made an excellent 
case for placing in the hands of Con- 
gress both the formulation and execu- 
tion of power, Acheson points out that 
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today it is the President who must lead. 
Acheson feels that Congress in its 
present role is sometimes irresponsible 
and unnecessarily cumbersome. Yet 
he mentioned that Congress under 
strong and able leadership (e.g. that of 
Senator Vandenburg and Speaker Ray- 
burn) can work with great effective- 
ness. This is a book that well deserves 
reading, both for the author’s thought- 
ful analysis and his long practical ex- 
perience in government. 


Directors’ and Officers’ Encyclopedic 
Manual. Prentice-Hall, Englewood 
Cliffs, New Jersey. 1955. 


This volume, which is aimed at the 
business officer or director, will be of 
value to all persons wanting informa- 
tion about corporate management. 
Alphabetically arranged for ready 
reference, it gives explanations of 
terms and phrases which are encoun- 
tered daily. Among the topics included 
are accounting, conduct of corporate 
meetings, commercial law, industrial 
relations, pension planning, and public 
relations. There is also such material 
as tax forms, organization charts, and 
forms for resolutions, minutes and 
notices of meetings. It is an encyclope- 
dia that many will use almost daily. 


LIVINGSTON, J. A. The American Stock- 
holder. Lippincott, New York. 1958. 


Who is the American stockholder? 
Mr. Livingston supplies abundant in- 
formation about him. The author 
points out that the stockholder is large- 
ly an absentee owner with little political 
power in Washington and even less in 
the management of his own property. 
Perhaps the most interesting sections 
of the book are those devoted to the 
gigantic battles ior control of the New 
York Central and Montgomery Ward, 
and the colorful accounts of those ever- 
present critics of management: Lewis 
D. Gilbert and Wilma Soss. 


Current Business Conditions 


N MSU economics professor, who 

for several months has been selling 
the stock market long, was asked the 
Other day if he had now become a 
“bear,”—the reply was “No, just a 
scared bull.” Certainly, in the early 
weeks of September, there were a 
number of strange moves among the 
financial indicators, any of which was 
capable of scaring bulls. Foremost 
among these were: 1) the increase in 
margin requirements from 70 to 90 per 
cent made by the Federal Reserve Gov- 
ernors, suggesting the belief that there 
was too much speculation; 2) the 
financial effects of the collapse of the 
government bond market, wherein 
“speculators” lost heavily; 3) the in- 
crease from 2 to 2% per cent in the 
rediscount rate, a tight money move 
that would certainly have some effect 
in applying the brakes, and 4) increas- 
ing evidence that the stock market 
“boom” was not justified by the trend 
of things in the real world of produc- 
tion and final sales. Given the current 
tax rates, many large security holders 
appear reluctant to sell, despite the 
heavy demand and a bull market, with 
the result that there is over-active trad- 
ing of a relatively small number of 
shares, and these are being traded only 
in small lots. 

Despite the vociferous noises emanat- 
ing from Washington to the effect that 
the recession is over and the economy 
is now in a boom, there are still enough 
unfavorable and unstable elements in 
the picture to tempt one to a bearish 
view. To a large extent, a great deal 
of the talk about the possibility of a 
1958-1959 boom has been whistling in 
the dark, both for a Republican victory 
and a hoped-for change in consumer 
attitude toward the lower, longer, and 
higher (priced) automobiles. 


Production Activity 


In September, the Federal Reserve 
index of industrial production (sea- 
sonally adjusted) showed the smallest 
gain (1 point) since May, when it first 
reversed its movement from the reces- 
sion low. An earlier Federal Reserve 
estimate of a 3-point advance between 
July and August was revised downward, 
with the result that, in September, the 
index showed no change from the pre- 
viously announced 137 points (1947- 
1949= 100) for August. Earlier an- 
nouncements had predicted a marked 
upturn in the late summer months, but 
this had not developed by September. 

A weighted index, the Federal Re- 
serve barometer reflected a number of 
diverse changes in production activity. 
Advances in nondurable goods and min- 
erals continued in the late summer 
months, and apparel, processed goods, 
and tobacco reached new highs. In 
the durable goods industries there were 
gains in some sectors, but a marked 
drop in auto assemblies offset the prog- 
ress of other hard goods. The cut in 
auto production, caused by prolonged 
and early model changeovers and work 
stoppages, was anticipated—just as the 
industry now hopes consumers will buy 
the 1959 model. 

While the pace of recovery slack- 
ened in September, the earlier upturn 
in production had been sharp. To a 
large extent, however, the record rate 
of inventory liquidation which char- 
acterized the downturn has been re- 
sponsible for the rapid recovery. The 
recession drop in steel production 
greatly exceeded the curtailment of 
steel consumption, for example, and 
users drew heavily on_ inventories. 
When inventories came into line with 
sales an accelerated increase in output 
was required to build inventories, part- 
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ly because of war scares and partly be- 
cause of anticipated price increases. 
The sharpness of the decline, therefore, 
primarily reflected durable goods in- 
ventory liquidation, and the sharpness 
of the recovery was due to inventory 
accumulation in these same industries. 

Since there has been no appreciable 
change in the final consumption of 
durable goods, the record to date is one 
of changing inventories rather than 
fluctuating consumer sales. The slow- 
ing down, in 1956 and 1957, of con- 
sumer purchases of autos and other 
durables played a role in bringing about 
the recession but this was cumulative 
over some time, while the inventory 
liquidation was quite sharp. In view of 
the inventory record it is not surprising 
that the Federal Reserve index has 
gained back 11 of the 19 points it lost 
in the months of the decline. In the 
event that consumer durable goods pur- 
chases do not pick up, and if the ’59 
models meet the sales resistance of the 
past year, the inventory accumulation 
of August and September could easily 
reverse itself once again. 

In analyzing current business condi- 
tions, and the prospects for 1959, it is 
well to distinguish between the abrupt 
inventory changes which have accen- 
tuated the recent fluctuations, and the 
more persistent effect of movements in 
expenditures for new plant and equip- 
ment and in the level of employment. 


Investment Changes 

As with production, the picture for 
increases in new plant and equipment is 
mixed. Construction activity has re- 
mained strong during 1958, with con- 
centrations in public works and resi- 
dential building. The buoyancy of 
public works has been aided by rushing 
plans off the drafting boards and by an 
accelerated placement of defense orders. 
How long these forces can continue 
depends upon military expectations and 
state legislative propensities to vote new 
public construction. 
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In private residential construction, 
September did not offer too much 
promise, since on a seasonally adjusted 
basis there was no appreciable gain in 
housing starts. The tightening of credit 
and higher interest rates, caused by 
both local and national conditions, do 
not stimulate the demand for new 
housing. In addition, the drying up of 
Federal assistance for mortgages does 
not favor a higher rate of private con- 
struction for the months ahead. 

Expenditures for new plant and 
equipment leveled off at about $30 bil- 
lion during the third quarter of 1958, 
down $6 billion from the 1957 fourth 
quarter, according to the Department 
of Commerce. Depending upon which 
survey of businessmen’s anticipations 
are read, some increase can be expected 
in the fourth quarter of 1958 or the 
first quarter of 1959, but in any case 
there will not be a sharp rise. The en- 
couraging element in the picture, Com- 
merce claims, is the bottoming out of 
the decline in new plant and equipment 
expenditures, but the bearish element 
is the absence of an anticipated rise. 
A recent private survey of business 
plans for expansion shows that capital 
expenditures for 1959 will average 
about $2 billion below the fourth quar- 
ter estimate of $31 billion. Contrary 
to Department of Commerce expecta- 
tion of an upturn in new plant and 
equipment, the Lionel D. Edie estimate 
for 1959 suggests that there is little to 
hope for in this sector. 

Government orders for procurement 
and production of major defense items 
have been a big factor in the 1958 pic- 
ture, and in 1959 will undoubtedly con- 
tinue about a billion above the previous 
year. However, there will be a clamor 
for curtailment of nondefense spending 
when Congress reconvenes, and what 
with the President’s insistence upon re- 
newed efforts toward thrift and effi- 
ciency in government and business, 
there is a strong likelihood that govern- 
ment expenditures will not rise appre- 
ciably in the near future. An added 
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factor in the public sector is the virtual 
collapse of the government bond mar- 
ket that will frustrate additional expan- 
sion of the debt. To finance government 
expenditures out of taxes upon savings 
(which are flooding the stock market) 
is obviously out of the question. 


Employment 

In September, largely for seasonal rea- 
sons, both employment and unemploy- 
ment declined. In mid-September there 
were 64.6 million employed, a drop of 
700,000 from mid-August, as students 
withdrew to return to classes and farm 
activity lulled. Unemployment declined 
in September by about 600,000 with 
approximately half of the decline due 
to seasonal factors. The drop in un- 
employment was largely effected by in- 
creases in auto and steel production. 
The seasonally adjusted rate of unem- 
ployment declined from 7.6 per cent in 
mid-August to 7.2 per cent in mid- 
September, whereas in September, 
1957, the unemployment rate was only 
4.5 per cent. 

Despite the September decline in 
unemployment, the job outlook con- 
tinues to be the most distressing ele- 
ment in the current situation. While 
the production recovery has been sharp, 
there has been no such marked de- 
crease in unemployment. To a large 
extent, business has continued the cost- 
cutting practices which commenced 
with the recession. In manufacturing, 
for example, the increase in output has 
been many times the industry’s increase 
in production employment. While the 
failure of manufacturing production 
employment to rise as rapidly as output 
has been partially offset by increased 
employment in the service-producing 
industries, a large portion of the econ- 
omy’s unemployed workers have been 
permanently displaced. As the Wall 
Street Journal noted recently, more cap- 
ital intensive methods of production 
have reduced even the full capacity 
employment needs of many industries. 


CURRENT BUSINESS CONDITIONS 45 


The lag in a rapid employment re- 
covery strongly suggests that a boom, 
or even full recovery, is still some dis- 
tance off. While unemployment insur- 
ance and government transfer pay- 
ments have softened the blow of the 
recession, it seems logical that people 
cannot buy new consumer durables on 
the strength of these payments. The 
sale of nondurable consumer goods has 
kept pace during 1958, even though re- 
tail sales have lagged about 1% per 
cent. In durable consumer markets, 
however, sales in September, 1958 were 
about 10 per cent below the like period 
in 1957 (seasonally adjusted), and 
while this was influenced by curtailed 
auto sales, still there was general re- 
sistance to all durable goods purchases. 


Leading Economic Indicators 


Adding to the confusing picture of 
industrial production is the current 
movement of the “leading economic in- 
dicators” which have been developed 
by the National Bureau of Economic 
Research. It is reported that less than 
half of the major series were rising in 
August and September, in contrast to 
the reports of an advance on all fronts 
in May, June, and July. The sluggish- 
ness and direction of the various series 
currently suggests that there was a false 
start in the upward trend of business 
activity in May, 1958. While it was 
some time ago, business and financial 
experts cannot suppress too easily their 
remembrance of the traumatic experi- 
ence in 1930, when business activity 
also moved upward for the first couple 
of months of the year. The economic 
holocaust which followed that upturn 
was the result of a false start, which 
was predicated on the belief that the 
economy would solve its own problems 
without any help from any source— 
business investment, new orders or the 
government. If the upturn that began 
in May, 1958, should prove to be a false 
start, or a mere inventory change, the 
economy will not plunge to the depths 
as in 1930. The current political and 
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economic environment would certainly 
rule out a depression of that magnitude, 
but it does not preclude the possibility 
that there will continue for some time 
to be a relatively high rate of unem- 
ployment, and a low level of plant and 
equipment expenditures. 

In the course of the recent downturn, 
inflationary pressures have persisted 
and the wholesale and consumer price 
indices have continued to rise. While 
September showed only a side move- 
ment for these price indicators, the 
prospect for continued inflation is 
strong. Because of this persistent in- 
crease in prices, a good deal of the 
recent rise in the Gross National Prod- 
uct must be explained in these terms. 
Estimated in current dollars, GNP in- 
creased $11 billion in the third quarter 
of 1958, from $429 billion to $440 
billion (with profits the biggest gainer). 
The Commerce Department estimates 
that GNP will reach $450 billion in 
the fourth quarter and $480 billion by 
mid-1959. It is correctly stated that 
the latter two figures, should they ma- 


MICHIGAN AND RELATIVE 


For assessing industrial growth, 
“value added by manufacture” can be 
used effectively to compare manufac- 
turing among areas; as a yardstick of 
manufacturing activity it is more direct 
than employment figures or other indi- 
cators because it measures net output. 

Between 1947 and 1956 “value added 
by manufacture” rose an average of 
88 per cent in the United States. The 
Census Bureau has computed an index 
for each state, which is here presented 
for Michigan and nearby states. 

Michigan ranks second in increase in 
manufacturing activity among the more 
industrialized eastern and north cen- 
tral states. This favorable relative com- 
parison suggests that Michigan, during 
the period, would rank significantly 
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terialize, would be record highs for 
GNP. This is true—but they would be 
accounted for, at least partially, by 
inflation. 

Another confusing item in the GNP 
estimates is the influence of the Com- 
merce Department revision, in July, 
1958, of this particular statistical series. 
For example, the earlier GNP estimate 
for 1957 was $434 billion, but the revi- 
sion increased the figure by $6 billion. 
As the Commerce Department has it- 
self pointed out, the revision of the 
series accentuates the picture of both 
the decline in business activity and its 
recovery—on a chart the 1957-1958 
dip would appear much sharper be- 
cause of the revised figures. 

As a-result of the revision of the 
series, and inflationary influences, the 
GNP is approaching new heights. How- 
ever, unless comparison is made be- 
tween the old series and the new, both 
in constant dollars, it is misleading to 
interpret the current level of GNP as 
an indicator of the economy’s health. 


J.P.H. 


GROWTH IN VALUE ADDED 


above the median average in the area 
for other indices as well. 


INDEX OF STATE INCREASES IN 
VALUE ADDED BY MANU- 
FACTURE: 1947-1956 


(U. S. Average Increase = 100) 
Index of Increase 


State 1947 - 1956 
Ohio 108 
MICHIGAN 106 
Minnesota 99 
Indiana 97 
Illinois 85 
Wisconsin 85 
Pennsylvania 84 
New York 70 


Source: U. S. Department of Com- 
merce, Office of Area Development. 
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MICHIGAN BUSINESS STATISTICS 


BANK DEBITS 


Bank Debits Percent Change from 
(Thousands of Dollars) Previous Year 
City August 1958 September 1958 August 1958 September 1958 
Adrian 25,394 26,084 —11.2 — 2 
Battle Creek 85,522 74,762 + 1.5 — 42 
Bay City 54,774 57,065 —10.4 + 5.4 
Detroit 5,732,685 5,772,691 —16.5 — 93 
Flint 151,919 149,778 — 6.4 — 7.0 
Grand Rapids 314,491 337,411 — 6.3 + 2.1 
Jackson 83,249 88,390 —14.3 — 7.3 
Kalamazoo 151,095 159,709 — 64 + 6.3 
Lansing 151,009 136,484 —10.4 — 9.9 
Muskegon 79,307 81,885 —11.8 — 13.3 
Port Huron 40,351 38,493 — 13.0 — 8 
Saginaw 119,723 114,342 —11.7 — 2.3 
Escanaba 12,122 12,920 — 9.1 — 1.3 
Marquette 14,737 14,339 —14.2 — 5.7 
Sault Ste. Marie 13,370 12,699 + 9.0 +13.0 


Sources: Federal Reserve Banks of Chicago and Minneapolis and Board of Governors 
of the Federal Reserve System. 


DEPARTMENT STORE SALES 
September 1958 


Percent Change, 


Percent Change from Year to Date: 

August 1958 September 1957 1958 from 1957 
Battle Creek —10 —10 — 4 
Detroit* + 6 — § — 4 
Flint* —3 0 —9 
Grand Rapids* +10 — 1 — 6 
Jackson* — 3 — 8 —9 
Kalamazoo* —11 0 — 7 
Lansing* +10 —2 — 5 
Muskegon — 3 — 6 —10 
Port Huron —2 + 6 —10 
Saginaw* + 5 +20 — 4 


*Metropolitan Areas 


Source: Federal Reserve Bank of Chicago. 
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MICHIGAN BUSINESS INDEXES 


INDEX OF BUSINESS ACTIVITY! 


Michigan 
Detroit 
Michigan Excluding Detroit 


INDEX OF BANK DEBITS? 
Michigan 

Detroit 

Michigan Excluding Detroit 


INDEX OF RETAIL SALES? 


Michigan 

Bay City 
Detroit 

Flint 

Grand Rapids 
Jackson 
Kalamazoo 
Lansing 
Saginaw 


Sept. 
1958 


176.5 
179.8 
162.7 


210.2 
214.2 
193.8 


Aug. 
1958 
154.0 
157.8 
150.7 
185.3 
151.1 
150.0 
167.2 
157.8 
160.3 


Aug. 
1958 
163.0 
165.0 
154.6 


194.1 
196.5 
184.1 


July 
1958 


157.9 
160.8 
156.1 
185.1 
154.1 
150.4 
172.9 
159.7 
164.1 


Sept. 
1957 
186.1 
191.4 
164.3 


219.6 
225.9 
193.9 


Aug. 

1957 
161.9 
162.7 
167.2 
190.6 
162.8 
156.2 
171.6 
159.1 
170.6 


INDEX OF RETAIL SALES BY COMMODITY GROUP? 


Automotive 

Apparel 

Bldg. Lumber, Hdw. 
Foods 

Furniture 

Gen. Mdse 


Aug. 
1958 


150.9 
120.2 
149.8 
162.3 
169.3 
128.3 


July 
1958 


150.9 
126.0 
152.3 
164.5 
171.2 
130.9 


Aug. 
1957 


176.9 
142.3 
171.0 
166.5 
192.7 
137.8 


1Bank Debits adjusted for seasonality and price change. 
2Seasonally adjusted; basic data from Federal Reserve Banks of Chicago and Minne- 


apolis. 


3Seasonally adjusted; basic data from Michigan Department of Revenue. 
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Percent Change to 
Latest Month 1958 from: 
Previous Month Same Month 

1957 


1958 
+8.3 
+9.0 
+5.2 


+8.3 
+9.0 


+5.3 


—2.5 
—1.9 
—3.5 
+ .1 
—2. 


—3.3 
—1.2 
—2.3 


0.0 
—4.6 
—1.6 
—1.3 
—1.1 
—2.0 


—5.2 
—6.1 
—1.0 


—4,3 
—5.2 
—.l 


—4.9 
—3.0 
—9.9 
—2.8 
—7.2 
—4.0 
—2.6 
— 8 
—6.0 


—14.7 
—15.5 
—12.4 
— 2.5 
—12.1 
— 69 











